THE AUSTRALIAN ACCOUNTANT 


The decision of the General Council of the Australian Society of Accountants to 
appoint a full-time Research Officer and Editor marked an important step forward in 
the technical work of the Society. With the assistance of a full-time officer, research 
in accountancy can be expanded and intensified. As the work proceeds, the views and 
experiences of many members and groups of members will be marshalled for publi- 
cation. The integration of this task with that of assembling material for the official 
journal of the Society was considered desirable, and the appointment of the full-time 
officer as Editor of The Australian Accountant a natural corollary. 


Mr. H. W. Slater, B.Com., A.A.S.A., was selected for the position and commenced 
duties with the Society on 1st February, 1955. With this issue, we welcome him as 
Editor of The Australian Accountant. He brings to the task years of experience of 
public accounting, of lecturing and tutoring in the University of Melbourne and of 
editing other publications. We hope our readers will assist the new editor to extend 
the scope and usefulness of the journal. There is always room for articles and items 
of interest to members of the accountancy profession and Mr. Slater will be glad to 
receive the continued support of previous contributors and to welcome new contributions. 


The Directors of the Accountants Publishing Co. Ltd., which publishes the journal 
on behalf of the Society and the Institutes of Cost Accountants, take this opportunity 
of expressing to the former Editor-in-Chief, Professor Sir Alexander Fitzgerald, and 
to the former Editor, Mr. A. McB. Fairfoul, the appreciation of all readers for their 
notable contributions. 

Professor Sir Alexander Fitzgerald has directed the editorial policy of The 
Australian Accountant since its inception in 1936. His articles and comments on 
accountancy have been widely read and quoted throughout Australia and overseas. 
It is generally agreed that his writings have had a profound influence on the develop- 
ment of accounting theory and practice. Readers of the journal over the years will be 
familiar with the range of topics he has discussed. New readers can also benefit from 
these valuable contributions by referring to back issues of the journal or to the collection 
of his writings published in his book Current Accounting Trends. The Directors are 
pleased to say that Sir Alexander will retain his connection with the journal by con- 
tinuing to be responsible for the “Current Problems” Section with the assistance of 
the accountancy lecturing staff in the University of Melbourne. 


It will be remembered that Mr. Fairfoul was previously Editor of The Federal, 
Accountant. Both in that capacity and as Editor of The Australian Accountant during 
the past two years, he has served the profession well. His training in journalism and 
his intimate knowledge of financial matters as Commercial Editor of the Melbourne 
Herald have been particularly valuable. 

The directors are grateful to Sir Alexander and Mr. Fairfoul for undertaking the 
editing of The Australian Accountant, during the formative years of the Society, as a 


joint task. 
—L. A. B. 
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THE MATCHING CONCEPT 


A, D, BARTON, B.Com. (Hons.), A.A.S. A. 


“THE principal concern of account- 

ing is the periodic matching of 
costs and revenues”.! This statement 
by Professors Paton and Littleton 
clearly sums up the importance of this 
vital accounting procedure. In addi- 
tion, it indicates that the operating re- 
ports, wherein the matching procedure 
is carried out, of a business, are more 
important in modern accounting theory 
and practice than was the position not 
so long ago. It was not until 1937, 
that the conservative Mr. George O. 
May, for instance, claimed that the de- 
termination of income, rather than the 
ascertainment of financial position, 
“is now generally recognised as the 
most important single problem in the 
field of financial accounting’’.? Pro- 
fessor Littleton, however, claims that 
in fact “income determination by 
matching cost and revenue has, for 500 
years, been the central feature of 
double entry’. Details of income de- 
termination were regarded as too im- 
portant and confidential to publicise, 
and this explained the apparent im- 
portance of the published balance 
sheet. 


Today, rather than the revenue 
statement being regarded as a report 
leading up to the presentation of the 
balance sheet—in order to obtain the 
proprietor’s net interest in the busi- 
ness, the balance sheet itself is re- 
garded as the by-product resulting 
from the preparation of the profit and 
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loss statement. Professor Paton has 
therefore come to regard the balance 
sheet as a “reconciling, complementary 
exhibit connecting the successive re- 
ports of performance of an _ enter- 
prise’”’.* 


Assumptions Underlying the Matching 
Concept. 


The matching concept, as generally 
understood, arises out of the need to 
divide the indefinite life of the business 
enterprise arbitrarily into time sec- 
tions, or periods, of equal length. This 
assumption of the Accounting Period 
rests on two further assumptions :— 


(1) The Continuity of Activity Con- 
vention. The business is assumed to 
have an indefinite, though not ever- 
lasting, existence. There is no pros- 
pect of its life being terminated at a 
definite date in the future. 


(2) The Going Concern Convention. 
Balance dates are merely fictitious ter- 
minations of the enterprise’s life. The 
business is regarded as a “going con- 
cern” on each balance day, i.e., liquida- 
tion is not contemplated, and so the 
realisable or current market values of 
its assets are irrelevant to the account- 
ing process. The bulk of its assets 
will comprise “invested costs”, not asset 
“values’’.5 


Evolution of the Matching Procedure. 


The annual period in accounting is 
apparently as old as _ double-entry 
bookkeeping itself. The first known 
author on double-entry bookkeeping, 
Benedetto Cotrugli, writing in 1458, 
had a yearly calculation of profits and 
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THE MATCHING CONCEPT — Continued 


losses in his bookkeeping set-up.® 
Luca Bartolomeo Pacioli, in the sec- 
tion on double-entry bookkeeping, “De 
Computis et Scripturis”, of his “Summa 
de Arithmetica, Geometria Proportioni 
et Proportionalita”, written by him in 
1494, closed off the ledger either when 
it was filled, or at the end of each year, 
which he observed was “customary to 
do in the best-known places. The big 
merchants always observe this custom 
every year, specially in the New 
Year’’.? 


But while accounting periods were in 
use in medieval accounting, no special 
significance seems to have been at- 
tached to the problems involved in 
matching yearly costs and income. 
Business mainly consisted of individual 
ventures, and matching of costs and in- 
come on the periodic basis as well as 
the venture basis was apparently not 
regarded as of much importance. A 
Jesuit, Flori, writing in 1633, appears 
to be the first author on double-entry 
bookkeeping to discuss “how income 
and expenses are properly allocated to 
the fiscal periods in which they arise”’.® 


With the development of trade, com- 
merce and industry, the typical busi- 
ness came to consist of a series of 
overlapping ventures. The venture 
basis of accounting was still generally 
maintained but the periodic basis be- 
came more _ important. Fictitious 
realisation of assets by valuation in 
the accounts became quite common 
practice in place of actual realisation. 
Continuity of activity was contem- 
plated, and so businesses came to be re- 
_ as “going concerns” on balance 
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Today, business generally consists 
of a more or less smooth and continu- 
ous flow of transactions. It is from 
this type of business activity that the 
modern accounting period convention 
has finally evolved, and with it, the 
problems of accrued and deferred 
items of cost and revenue involved in 
the matching procedure. 


The most convenient length of the 
accounting period varies according to 
the type of business undertaken. The 
yearly accounting period, made compul- 
sory by company and taxation legis- 
lation, does not always suit every type 
of enterprise. Medieval venture ac- 
counting is still particularly applic- 
able, for instance, to large construction 
works. 


Tentativeness of Periodic Reports. 


Periodic reports can only give ten- 
tative “test readings”. “No annual 
profit and loss statement and no balance 
sheet can ever be anything more than 
a tentative estimate’’.® The shorter 
the accounting period, the more ten- 
tative are the reports likely to be, as 
more “living threads” have to be arbi- 
trarily severed. The preparation of 
these reports involves making many 
assumptions about the future course of 
events. The making of these assump- 
tions involves the formulation of in- 
formed opinions to a significant extent. 


The reports must contain a mixture 
of fact and opinion. They can never 
be objective, necessarily true state- 
ments, even though the auditor is re- 
quired to certify them as “true and 
correct” under many company statutes. 
But so long as the estimates are 
honestly and intelligently made, com- 
parative results over a period of years 
should not be significantly distorted. 
Management, proprietors, the taxation 
authorities and the public can still use 
them with confidence. It is only over 
the entire life span of the enterprise 
that accurate accounting records can 
be prepared. Here, the business will 
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THE MATCHING CONCEPT — Continued 


have been wound up and all transac- 
tions completed, thus leaving no esti- 
mates depending on future conditions 
to be made. Accounting in such a case 
is purely a process of recording his- 
tory. 


The Matching Concept. 


The matching concept is really the 
accounting theory of profit determina- 
tion. It is akin to Adam Smith’s old 
problem in his “Wealth of Nations”— 
that of separating the fruit (income) 
from the tree (capital). If we adopt 
the basis of Professor Hicks’ definition 
of income, profit in accounting may be 
defined as that amount which could be 
distributed without altering the total 
capital of the enterprise as at the com- 
mencement of the accounting period.” 
Total profit would therefore represent 
the increase in the net assets of the 
enterprise, or the change in proprietary 
interest, over the period, given no 
change in the contributed and pre- 


viously accumulated capital. 


But whilst total profit can be ob- 
tained from the balance sheet, it is in 
the operating reports for the period 
that the calculation is made of the pro- 
fit earned. The balance sheet may 
show the total profit earned, but only 
the operating statements can show how 
it is earned. The operating report 
shows that profit consists of the re- 
venues earned in an accounting period 
less all costs consumed in earning that 
revenue, and any losses incurred in the 
period. Current accomplishment, 
measured in terms of revenue, must be 
matched against the effort, whether 
current or past, and measured in terms 
of cost, expended to achieve that ac- 





10. J. R. Hicks, “Value and Capital”, Oxford 
University Press, 1940, page 172. But 
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Hence, Hicks arrives at a definition of 
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above. 


complishment. “Physical use or con- 
sumption is not the test of assign- 
ability to revenue. ... The cost of 
any factor utilised in operating activity 
is chargeable to revenue only as the 
resulting product is recognised as hav- 
ing produced revenue”.* Thus all 
costs entering into the valuation of 
inventories remain as deferred charges 
against the revenue finally realised by 
their sale. 


Under the cost convention, costs are 
visualised as flowing from expendi- 
tures of various types to the goods in 
the course of manufacture. The cost 
of a finished commodity is built up 
from some material cost, some labour 
cost, and some manufacturing over- 
head cost. The individual items of 
cost embodied in the finished article 
give that article its cost value. The 
cost convention aids the second aspect 
of cost recognition, namely that a cost 
must be a charge to some period’s re 
venue, as well as an expenditure. By 
associating the cost with the com- 
modity sold, the expenditures can be 
charged against the correct period’s 
revenue. 


All costs incurred in connection with 
an article sold should be charged to the 
period in which the sale is made, i.e. 
when the revenue is earned. The 
matching concept is based on this bene 
fit principle. “Accounting periods 
should be charged with costs in accord- 
ance with the benefits received by those 
accounting periods, and should be 
credited with income in proportion to 
the corresponding services rendered”.” 
Any expenditures from which future 
benefits can reasonably be anticipated 
should not be charged against the re 
venue of the current accounting period. 
Rather, such expenditures must be ac- 
cumulated in the balance sheet as de- 
ferred charges against the future re 
venues they help to produce. 
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THE MATCHING CONCEPT — Continued 


Professor Littleton regards the 
matching of revenues and the costs in- 
curred in obtaining those revenues as 
much more than a mathematical set- 
ting off of revenue and negative re- 
venue. He describes the matching pro- 
cedure as a process of “mating related 
data”.* 


This concept of matching costs and 
revenues is essentially an _ historical 
one. It relates past recorded outlays 
to past revenues. The profit concept 
resulting must also be an _ historical 
one, although it can be usefully applied 
in relation to future policy, such as in 
budgeting. This removes the account- 
ing concept of profit from much, but 
not all, of the subjectivity of future ex- 
pectations which the concept of “real 
profit” involves, although its final 
validation does in part depend on 
future events. Assumptions have to 


be made in the matching procedure, 
and only if these forecasts materialise 


will the pre-determined profit turn out 
to be correct. The assumption as to 
the effective economic life of an item 
of plant, for instance, may be par- 
ticularly vulnerable to any unforeseen 
change in technology or consumer 
tastes. 


Only under certain types of systems 
of recording in accounting can costs 
be accurately matched against the re- 
venues of the same accounting period. 
Where the cash basis or the partial ac- 
crual basis of accounting are in use, 
the matching of revenue and cost is 
impossible. The matching concept can 
be approximated under the full accrual 
basis of accounting. But only where 
accurate cost records are kept and in- 
tegrated with the financial records can 
the theoretical concept be reasonably 
attained. Integrated cost and financial 
records are necessary to distinguish 
between costs and losses, and to de- 
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termine satisfactorily the cost value of 
inventories sold and inventories on 
hand at the close of the accounting 
period. 


Problems Involved in the Matching 
Procedure. 


A. Revenue. 


At what point is revenue earned by 
a business? Most accountants adopt 
the sales basis as the criterion of earn- 
ing. Only with the sale of the goods 
can the revenue earned be determined 
and recorded as an objective, verifi- 
able amount. This attitude is strength- 
ened by the Doctrine of Conservatism. 


Professors Paton and Littleton, how- 
ever, disagree with this contention. 
“Revenue is earned by the entire pro- 
cess of operation, by the totality of 
business effort’.‘* All necessary costs 
incurred contribute towards the earn- 
ing of revenue. The earning process 
is not confined to the final stage of 
production of the commodity, i.e., sale. 
But only through sale is the revenue 
earned by the whole of the firm’s ac- 
tivities realised, and, in most instances, 
such realisation forms the best basis 
of recording revenue earned. The time 
of the actual receipt of cash from the 
sale is not relevant from the matching 
point of view. Earning realisation of 
the produce through sale, and the final 
receipt of cash are distinct processes 
in the operations of the business. 


Where a long-term project under 
fixed contract is being undertaken, re- 
venue can justifiably be recorded ac- 
cording to the amount of costs incurred 
where those costs genuinely measure 
effort to date, i.e, record revenue 
earned in proportion to the work done. 
The problem with these long-term ven- 
tures really arises out of taxation and 
legal requirements and the impatience 
of investors, rather than out of any 
inherent weakness in accounting. 
Given a free hand, the accountant 
might well alter the accounting period 
to cover the time taken on the project, 
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THE MATCHING CONCEPT — Continued 


i.e., he would very likely resort to ven- 
ture accounting. 


B. Costs. 


The interpretation and measurement 
of the costs incurred in earning the 
revenue of an accounting period in- 
volve the most difficult problems in the 
matching procedure. Costs in account- 
ing are outlays made to help in the 
earning of revenue. Costs are the 
financial sacrifices incurred in operat- 
ing the business. If the outlays do not 
result in the production of additional 
benefits to the business, then they must 
be regarded as losses. As losses pro- 
duce no benefits they ought to be writ- 
ten off as soon as they are incurred. 
They should not be capitalised and car- 
ried forward as charges against future 
revenues because they do not benefit 
future revenues. 


All costs incurred are assets to the 
extent to which they will benefit the 
revenue of future accounting periods. 
As the accounting period is progres- 
sively shortened, all costs tend to be- 
come assets. The balance sheet be- 
comes the medium for the distribution 
of these deferred charges or invested 
costs between the present and future 
accounting periods. Every expendi- 
ture must involve an outlay (the debit 
to the account) and a charge to re- 
venue (the credit to the account), 
when the benefits from that outlay be- 
come embodied in, or attached to, the 
commodity sold. With most expendi- 
tures, there is little time lag between 
the incurring of the cost and the 
charge to revenue. When the recovery 
of an outlay out of revenue will extend 
over more than one accounting period, 
the unrecovered portion of that outlay 
on balance day remains as a deferred 
charge against future periods’ re- 
venues. Assets have no necessary 
criterion of tangibility. Apart from 
cash and financial claims, all assets 
must be costs yet to be matched against 
future income. From an accounting 
viewpoint, there are no differences be- 
tween expenses paid in advance (pre- 
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payments), materials, labour and ex- 
pense in inventories on hand, physical 
productive equipment, and “intangible 
assets” such as patents. They are all 
unmatched costs, or, in Gilman’s ter- 
minology “deferred charges to future 
income”. 


Difficult Items of Cost Apportionment. 


(i) Prepayments and Accruals. 


These items can be readily allocated 
between the present and the coming 
periods, because both the dates of pay- 
ment and the amounts are certain. 
They arise because the period of bene- 
fit covered by the payment does not co- 
incide with the accounting period. In 
fact, all fixed assets and inventories 
are only prepaid expenses. They dif- 
fer only in the length of the time period 
covered and the lack of certainty of 
the date for renewal. 


(ii) Depreciation. 

Depreciation is the allocation of the 
cost of a fixed asset over its effective 
working life. The depreciation charge 
is made to recover the original outlay 
on the asset from the revenues bene- 
fiting from its use. The _ periodic 
charge for depreciation should be made 
in accordance with the matching prin- 
ciple. Depreciation, in this sense, 
being a process of cost allocation, has 
nothing to do with the problem of plant 
replacement. 


There are three assumptions involved 
in determining the periodic deprecia- 
tion charge :— 

(a) The total amount to be depreci- 
ated. Where the asset is intended 
to be used for the whole of its 
effective working life by the firm, 
the total original outlay should be 
charged to revenue. If the asset 
is likely to have a residual value 
on retirement, that value may be 
deducted from the acquisition cost 
to arrive at the net expenditure to 
be allocated. But such an estl- 
timate would involve assumptions 
as to the probable prices at the 
expected date of retirement, and 
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THE MATCHING CONCEPT — Continued 


unless a policy of early retirement 
is being adopted, such an estimate 
would be too hazardous to warrant 
incorporation in the accounts. 
Rather, it should be neglected, and 
when the asset is retired any gain 
on its sale treated as non-operat- 
ing income. 


The effective working life of the 
asset. The major problem here is 
generally not in estimating the 
physical life of the asset, but when 
it will become obsolete. Where 
obsolescence is a_ possibility, it 
should be allowed for in the for- 
mulation of considered judgment. 


The method of allocating the ap- 
propriate total amount over the 
estimated period of use. The 
many methods used in the past 
suggest how arbitrary the periodic 
allocations can be. These methods 
include, inter alia:— 


1. The straight line method, under 
which a constant amount is 
charged each period. If pro- 
duction fluctuates from year to 
year, this method has the effect 
of amplifying the movements in 
yearly profits. It regards de- 
preciation as a time cost, i.e., 
the same as_ amortisation, 
whether the asset is used or not. 
But it can be supplemented by 
an assumption of “normal” ac- 
tivity in each year, and if pro- 
duction exceeds “normal’’, extra 
depreciation may be charged be- 
cause the life of the plant is 
shortened, and per contra, if 
production is less than normal. 


.The production units method. 
The total production of the 
plant in units is estimated in 
order to obtain the depreciation 
charge per unit of output. The 
output of the period then deter- 
mines the depreciation charge 
for the period. This method 
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conforms most closely with the 
matching principle, in that the 
cost is automatically related to 
output and hence revenue. 


. The reducing balance method. 


A fixed proportion of the net 
book value of the asset is 
charged to each accounting 
period, resulting in heavy initial 
depreciation charges, with pro- 
gressively diminishing charges 
in subsequent years. The ap- 
plication of this method results 
in charging part of the capital 
cost of the asset to the first 
year’s operations in addition to 
the warranted depreciation 
charge. It can therefore dis- 
tort periodic net profit figures. 
It violates an accurate match- 
ing of costs with income because 
the current depreciation charge 
is not related to the use of the 
asset, and hence to the benefits 
earned. The widespread appli- 
cation of this method in the 
past was no doubt due to the 
influence of the doctrine of con- 
servatism (the asset is written 
down as quickly as possible) and 
to the idea of depreciation as 
being a fall in value (the mar- 
ket price of equipment often 
falls sharply as soon as that 
equipment becomes secondhand). 
This method must also be con- 
demned for the reason that it 
can never result in the charg- 
ing of the total outlay on the 
asset to revenue, i.e., the asset 
can never be fully depreciated, 
even though there may be no 
scrap value. The __ residual 
amount still not allocated on re- 
tirement will rarely coincide 
with the scrap value, if any. 
The residual balance results 
from the application of an arith- 
metic rule, and does not involve 
any estimate of scrap value. 
This method, and the straight 
line method, are the only two 
methods permitted under the 
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Income Tax Assessment Act 
(section 56). 


. The annuity and sinking fund 
methods are more concerned 
with the provision of funds for 
the replacement of the asset 
than with the charging of de- 
preciation as an allocation of 
the original outlay on the asset. 
These methods give a mislead- 
ing interpretation of the nature 
of depreciation. 


. The fat year—lean year method. 

Here, depreciation is looked 
upon as an optional cost to be 
charged only ag profits permit. 
The annual charge is based on 
what the profits will bear. It is 
purely a device for smoothing 
periodic profits, and its appli- 
cation is a flagrant violation of 
the matching principle. 


(iii) Inventory Valuations. 


Internal records of stock movements 
must be kept if a reasonably accurate 
estimate of the cost of the stock sold 
is to be obtained. Where the cost of 
stock sold is determined as the net 
stock change (from a physical inven- 
tory of opening and closing stocks) 
plus purchases, the figure obtained will 
be a consolidation of the cost of goods 
sold, leakages of stock, and variations 
in stock prices. 


Inventories are a store of unmatched 
costs. Cost, therefore, is the only 
value to be placed on stocks used and 
stocks on hand. The only justification 
for the golden rule of “lower of cost or 
market” lies in conservatism. But 
there are various methods for deter- 
mining the historical cost of the goods 
sold where inventory records are main- 
tained. Some of the methods are:— 


1. Identified cost of each item sold. 
Its use is restricted to relatively 
valuable items where the cost of 
each item is recorded separately. 
It is the only method giving the ac- 
tual cost of the goods sold. 


2. First in first out method. This basis 
of pricing inventory issues assumes 
the materials or finished goods first 
received are first issued to produc- 
tion or sold. Inventories on hand 
consist of the most recently ac- 
quired stocks. Where the goods de- 
teriorate in time, either physically 
or in terms of selling price, they 
must move in this order. 


Last in first out basis. The assump- 
tion here is that inventories are 
disposed of in the opposite order 
to their receipt, so that the most 
recently acquired stocks are used 
or sold immediately and the stocks 
acquired initially remain on hand 
virtually for ever. This is an un- 
realistic assumption, so its advo- 
cates propose it as a substitute for 
replacement cost in “current cost” 
accounting (as distinct from his- 
torical cost accounting). 


Average cost method. Inventories 
under this method are assumed to 
lose their identity on acquisition 
and form part of a common pool. 
The individual items of stock do 
not flow through the firm in any 
particular order relating to acquisi- 
tion dates. The price paid for 
each batch of stock should be 
weighted by the quantity pur- 
chased to obtain a weighted aver- 
age cost of stock issued and stock 
on hand. The plain simple aver- 
age is not accurate where stock 
price movements occur, and has 
only its simplicity to recommend its 
use. 


Base stock method. It is main- 
tained by some, for example, Pro- 
fessor Bray, that the business, to 
remain a going concern, must main- 
tain a minimum investment in 
stocks and that this stock should 
be treated as a “fixed asset” and 
valued at original cost throughout 
the life of the firm. Stock held 
in excess of this level would then 
be valued at current prices. 
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THE MATCHING CONCEPT — Continued 


All methods of pricing inventory is- 
sues and valuing stocks on hand will 
give identical results where prices re- 
main constant. The problems in in- 
ventory accounting arise from chang- 
ing price levels. In a period of rising 
prices, the FIFO assumption gives a 
lower cost of goods sold and a higher 
value of stock on hand than do the 
LIFO and base stock methods, which 
poth give high cost of sales figures and 
conservative balance sheet values. The 
weighted average cost method will re- 
sult in cost of goods sold and stocks 
on hand figures between the two ex- 
tremes. In a falling price period the 
opposite results ensue. The danger 
is that the method adopted may not be 
related to the physical movement of 
inventories. If such is the case, the 
cost of the goods sold is not obtained, 
but a substitute figure is given in its 
place. Adoption of a method such as 
LIFO, where in fact inventories do not 
move in that order, gives misleading 
results by smoothing periodic net pro- 
fits, and in doing so, violates the match- 
ing principle. 


(iv) Maintenance Expenditure. 


The cost of major repairs or altera- 
tions in the structure of plant bene- 
fiting more than one accounting period 
should be spread over the periods con- 


cerned. Normal recurrent mainten- 
ance expenditure is a charge against 
current revenue. 


(v) Advertising Expenditure. 


Advertising which gives only short- 
term benefits, such as the advertising 
of a sales campaign, involves a charge 
against current revenue. Initial ad- 
vertising of a new product or by a 
newly established firm is necessary to 
establish a market, and is a capital 
cost as much as the outlay on premises 
or plant. This expenditure should be 
amortised over several accounting 
periods. 
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(vi) Doubtful Debts and Discounts 
Allowable. 

Any revenues from the current 
period’s sales thought to be uncollect- 
able should be treated as a loss in- 
curred in making the period’s credit 
sales, and not as a loss of the follow- 
ing year’s sales. 


(vii) After-Sale Costs. 

These occur when the goods are sold 
subject to guarantee or maintenance. 
Past experience and the present volume 
of sales should enable a fairly accurate 
estimate of these after-sale costs to be 
made. The provision for these costs 
is a charge against the current period’s 
revenue. 


(viii) Organization Costs. 

These costs do not represent a 
charge against any particular period’s 
revenue so long as the business is not 
languishing. They benefit each period 
of the firm’s indefinite life, so they 
should not be written off. 


C. Losses. 

Losses, by definition, are expendi- 
tures from which no benefits accrue. 
Because they confer no rights to future 
benefits, they should never be capital- 
ised, but rather written off as soon as 
they are incurred. 


D. Refinements in the Interpretation of 
Historical Cost. 

These refinements have been de- 
veloped by the cost accountant to show 
management where certain outlays can 
be reduced without affecting the pro- 
duction of the firm. Under Gilman’s 
cost convention, any expenditure re- 
sulting in some benefit is a cost. To 
the cost accountant, only the neces- 
sarily incurred expenditure to produce 
the benefit resulting is treated as a 
cost. The extent to which any expen- 
diture is superfluous is regarded as a 
loss because that additional expendi- 
ture produces no benefits. 

This interpretation of cost is em- 
bodied in the concepts of idle capacity 
loss, under-absorbed manufacturing ex- 
pense and expense spending variations, 
and variations from standard cost. 
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(i) The Cost of Idle Factory Service 
Capacity. Idle capacity is the 
difference between capacity ac- 
tually used and normal capacity 
(however defined). The idle 
capacity loss is the cost of main- 
taining unused production capac- 
ity. This loss is charged to re- 
venue direct, and is not embodied 
in the goods manufactured. 


Under-absorbed Manufacturing 
Expense and debit variations 
from budgeted expense are 
treated as losses where the ab- 
sorption rate and the budget are 
considered to be correct. 


Variations from Standard Cost. 
Under the current standard cost 
system, actual historical cost 
should coincide with the prede- 
termination of that cost, given a 
prescribed level of efficiency. 
Any excess of actual cost over 
standard cost must then be due 
to avoidable inefficiency, and, as 


such, is a loss. 


Time Costs and Volume Costs. 
The cost accountant draws a 
sharp distinction between these 
two types of cost for certain 
aspects of his work, particu- 
larly budgeting and breakeven 
analysis. Time costs are in- 
curred to provide facilities for 
production—they are the costs“of 
factory capacity to produce. 
They are fixed outlays for the 
period. The incurring of volume 
costs depends solely on the level 
of production. They are the costs 
of using the factory’ service 
capacity provided, and they in- 
crease or decrease with the utili- 
sation of that capacity. “Direct 
costing” is also based on the dis- 
tinction between time and vol- 
ume, or fixed and variable, costs. 
It is argued that time costs, 
being incurred for the current 
period only, cannot be carried 
forward as a charge against the 
next period’s revenue in the form 


of inventory values. The suc- 
ceeding period must bear its own 
fixed costs. Inventories are 
valued at direct or variable cost 
only. Under absorption costing, 
inventory values include their 
due proportion of fixed manufac- 
turing expense. However, both 
direct and absorption costing are 
consistent with the matching con- 
cept, depending on the definition 
of “cost” adopted. The vital 
matter is that the same interpre- 
tation of cost is consistently ap- 
plied throughout. 


Importance of Consistency in the 
Matching Procedure. 


A sound matching procedure de- 
mands consistent treatment of costs 
and revenues. While there are many 
sound interpretations of cost, and 
methods of arriving at it, the net pro- 
fit figure resulting from the matching 
of cost with income is not an unduly 
arbitrary figure. The choice of methods 
in particular instances, for example 
in the selection of the method of 
charging depreciation, is limited by the 
facts of the case. The method most 
nearly approximating reality should be 
used. If this method is then applied 
consistently throughout each account- 
ing period, periodic net profits will not 
be distorted by the method adopted. 
Net profit should not be made an arbi- 
trary estimate through the application 
of a bad matching procedure. [Each 
accounting report may only be tenta- 
tive, but with the application of 4 
sound matching of costs and revenue, 
that tentative result will be the most 
accurate possible under the existing 
circumstances. 


Conflict Between the Matching Concept 
and the Doctrine of Conservatism. 


Application of the doctrine of con- 
servatism nullifies an accurate match- 
ing procedure by cutting across the 
doctrine of consistency. “Conserva- 
tism infers understatement and under- 
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THE MATCHING CONCEPT — Continued 


statement infers falsity”..* Expendi- 
tures properly chargeable against 
future revenues are matched against 
the current period’s revenue through 
the misallocation of periodic deprecia- 
tion charges, the over-estimation of 


doubtful debts, and in the valuation of 
inventories at less than historical cost. 
Current profits are understated and 
future profits overstated, thus destroy- 
ing comparability. 


Matching of Real Costs and Real 
Income. 


Some leaders of accounting thought 
regard historical cost as being an 
“empty meaningless cost concept” in 
a period of unstable monetary values.’*® 
Historical accounting is based on the 
Historical Record and Constant Money 
Value Conventions, and all changes in 
the purchasing power of money are 
disregarded. Present accounting re- 
sults in the accumulation of monetary 
symbols of different values. Thus, 
labour cost is in terms of current 
values, depreciation cost in terms of 
past values, and revenue is in terms 
of current values. It is argued that 
all items in the profit and loss state- 
ment should be put on the same footing 
as regards monetary values. Current 
costs should be matched with current 
income. Past recorded outlays are ir- 
relevant in this concept of current, or 
real, cost. Real costs measure the cur- 
rent economic sacrifices incurred; reai 
revenue, the accomplishments derived 
from current effort. 


The matching of real costs and real 
income would reduce the extent of pro- 
fit fluctuations over the trade cycle. 
It has therefore been recommended as 
an anticyclical measure.’* In a rising 
price period, the matching of real costs 





15. Gilman, op. cit., page 204. 


16. W. Paton, The 
April, 1948. - 


17. K. Lacey, “Profit Measurement and the 
Trade Cycle”, Economie Journal, Decem- 
ber, 1947. 


Accounting Review, 
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results in the depreciation and cost of 
goods sold charges, both based on re- 
placement cost, being higher than the 
historical charges. High costs are 
charged against high incomes. 


The matching of real costs and in- 
comes helps to guard against the pos- 
sibility of “capital erosion” during an 
inflation.'"* Not only are profit distri- 
butions reduced, but management is 
made more aware of the impact of 
higher replacement costs. 


It should be quite possible to have 
both matching concepts put into effect 
simultaneously. There is clearly a 
need for both an historical matching 
and a matching of current costs. The 
solution most favoured lies in “sup- 
plementing annua! reports not in doc- 
toring them’’.’® 


Other Matching Procedures. 


The concepts of matching discussed 
so far, whether historical or “real’’, 
have been concerned with the periodic 
synchronisation of cost and revenue 
made in order to determine net profit. 
This is the context in which the match- 
ing principle is usually applied, but the 
idea itself covers a much wider field 
than those problems associated with 
the accounting period. The account- 
ing period is only one of several bases 
for matching costs and revenues. Other 
important matching procedures which 
may or may not occur within the 
periodic matching process include— 


(i) departmental, branch and ter- 
ritorial accounting, 
(ii) job and commodity costing, 


(iii) differential and marginal cost- 
ing. 
— Concluded overieaf 





18. See a case study by Professor Joel Dean, 
“Measurement of Real Economic Earn- 
ings of a Machinery Manufacturer”, Ac- 
counting Review, April, 1954. 


. Paton, Dickinson Lectures, op cit., page 
124. 





IN BRIEF... 


By GORDON BRUNS 


Atoms and Coal—Plans to provide 
Australia with atomic power for com- 
mercial use within five years are very 
similar in timing to the United King- 
dom’s proposals. The British Electric 
Authority plans to complete its first 
two power stations by 1961 at a cost 
of £30 to £35 million, and then to add 
a further ten stations in a building 
programme costing £300 million al- 
together. One of the effects of this 
will be to ease the demand for coal, 
which is expected to level off during 
the sixties. This result will clearly de- 
pend on the relative costs and conveni- 
ence of coal and atomic fuel, but it is 
estimated that the whole scheme would 
obviate the use of five to six million 
tons of coal a year, and it would still 
be providing only a small proportion 
of the United Kingdom’s electric power 
supplies. 


Unfinished Building—The Common- 
wealth Statistician’s figures of houses 
commenced throughout Australia in the 


December quarter of 1954 are much 
higher than for the December quarter 
of 1953, but not as high as the record 
levels of 1951 and 1952. However, the 
house completions in the last quarter 
of 1954 were the highest ever at more 
than 21,000. With 19,100 starts and 
21,075 completions, the number under 
construction declined during the period 
from 71,301 to 69,323. 

Housing completions must be almost 
enough to prevent the housing short- 
age getting worse, but with the recent 
price rises, it is unlikely that the 
figures will expand much in the current 
period. 


Commonwealth Harmony — While 
Australians have for some months 
been concerned at the rising trend of 
imports and lagging exports, the New 
Zealand economy has been suffering 8 
similar difficulty. Imports had been 
rising in both cases following easier 
official trade policies. Now the United 
Kingdom has become concerned at a 





THE MATCHING CONCEPT — Concluded 


These matching procedures are all 
designed to determine profits. The 
first two are invariably used in prac- 
tice where necessary. The third type 
covers projection of data into the 
future to ascertain the profits expected 
from a change in policy. Indeed, the 
whole economic theory of the firm is 
based on the matching of marginal 
costs and marginal revenue, yet this 
field in the application of the matching 
principle has been almost wholly 
neglected by accountants. 


Conclusion. 


The crux of the matching concept 
lies in the determination of profits— 
whether they be historical, real or ex- 
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pected. Application of the concept to 
different bases of classification gives 
management and proprietors the in- 
formation they require. Littleton re 
gards the matching procedure as the 
“centre of gravity” towards which all 
accounting effort is devoted.*° It can 
fairly be claimed that the matching of 
associated data is the one fundamental 
principle in all accounting theory and 
practice. But for the matching pre 
cedures, the records of past events 
would have little significance and at 
counting as we know it would simply 
not exist. 





20. Littleton, “Structure of Accounting 


Theory”, op. cit., Chapter 2. 
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similar development, after it had suc- 
cessfully struggled back into a healthy 
trade position. Recently sterling has 
been weakening and the Government 
has been forced to take precautionary 
steps to curb a resurgence of inflation. 
The rise of bank rate and restriction 
of hire-purchase in United Kingdom are 
bold moves for a government soon to 
face the electors, but they have prob- 
ably been implemented now so that 
they need be less severe than if de- 
ferred until the situation had become 
serious, 


More Wool to Come—aAustralia’s 
wool clip is about the same as last 
season but exports in the first half 
were substantially less than in the same 
period of 1953. This means that ex- 
ports should be of greater volume for 
the second half of the season than in 
that part of last season. 

The first half exports were valued 
at about £161 million—nearly £56 
million less than in the same part of 
last season. Shipments to most of our 
markets declined. U.K. took less than 
£54 million in the first seven months 
of the season against over £60 million 
in the same part of the previous 
season, France £28 million (£36 
million), Italy £16 million (£29 million), 
U.S.A. £10 million (£13 million) and 
US.S.R. a negligible amount compared 
with £16 million. A slight recovery of 
Japanese buying was shown in their 
purchase of more than £21 million 
worth in the seven months, 


Wheat Prospects—Latest estimates 
of the Australian wheat crop are about 
170 million bushels, which is some 30 
million bushels lower than last season. 
New South Wales yields are much 
lower than previously. The smaller 
crop is not so serious in view of the 
difficulty in realising wheat in world 
markets, and our carry over is esti- 
mated at about 90 million bushels. Al- 
though the world wheat market is not 
80 dull as it was, it is still not active. 
It was perhaps unfortunate that some 
of the wheat land was not rested or 
used for less exhausting purposes. 
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Signs of Prosperity—Recovery of 
Australian refrigerator production is 
evidence of heavy spending on com- 
parative luxuries. Annual production 
figures declined from 1950-51 to 1951- 
52 and 1952-53, 182,000 being produced 
in the last-mentioned year. But 1953- 
54 saw a sharp rise to 277,000, and it 
appears that the current year will re- 
cord a still higher figure. In the first 
five months to November, 150,000 had 
been produced (against 117,000 in the 
same months of the previous year). If 
people have money to spend on re- 
frigerators, they presumably have 
money to spend on a wide range of 
other commodities. 


Japanese Selling—Recent statistics 
from Japan show how that country has 
raised its exports and reduced the gap 
between the amount spent on imports 
and receipts from exports. In 1954 up 
to the end of October, imports exceeded 
exports by only 780 million dollars, 
compared with 930 million dollars in 
the same months of 1953. This im- 
provement is largely explained by ris- 
ing exports of textiles and metal goods, 
the former greatly helped by easing of 
import restrictions in sterling 
countries. One of the main reasons 
for raising exports is revealed in the 
balance of payments statistics of 
Japan. While in the ten months 
January-October 1953 “invisible” re- 
ceipts exceeded payments by more than 
500 million dollars (including 470 
million with the dollar area), in the 
ten months January-October 1954 “in- 
visible” receipts were only 43 million 
dollars greater than payments. This 
is a result of less United States pro- 
curement in Japan. Thus if Japan is 
not to receive large American procure- 
ment orders in future, she will have 
to earn oversea currencies by selling 
goods abroad. 


Recruiting—Annual Report of the 
Melbourne University Appointments 
Board shows a strong demand from the 
accounting profession for graduates. 
The Report states : “The upward trend 
in the demand for Commerce men for 
accounting work has continued. In 
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many cases men were selected with a 
view to fairly rapid promotion to 
finance executive and general executive 
positions. It is apparent that the Com- 
merce degree is now generally recog- 
nised throughout the business world 
as an excellent training for executive 
accounting. 

“In the public accounting field, also, 


the training is highly regarded; in fact, 


one of the largest firms in Melbourne 
has said that, if the men were avail- 
able, new appointments would be 
limited exclusively to Commerce gradu- 
ates and students. 

“The demand for experienced ac- 
countants has been very strong, parti- 
cularly for secretarial work, salaries 
ranging up to £3,500 per annum.” 

The Report shows that there were 
about 40 commerce graduates avail- 
able for it to place during the year, 
but more than 100 enquiries for ac- 
countancy positions were received. 


Utilising Scum.—The green scum 
which collects in stagnant water ap- 
pears very unappetising, but scientists 
tell us that it has a higher protein con- 
tent than meat and is rich in vitamins. 
A feature which may be of growing im- 
portance in the years ahead, especially 
in closely settled areas, is that it is pos- 
sible to obtain a very high return per 
acre from this food source. It grows 
rapidly, and can produce up to 50 tons 
an acre—a very high yield from limited 
spaces. 


Building Up.—One of the main sup- 
ports to the continued prosperity in the 
United States is the high level of build- 
ing construction—especially commercial 


construction. Construction projects 
awarded to various major builders in 
the United States totalled about 1,500 
million dollars in October, compared 
with little more than 1,100 million dol- 
lars in the previous October. 


Mutual Help.—The Colombo Plan’s 
objective of “Co-operative economic de- 
velopment in South and South-east 
Asia” is now entering its fourth year. 
and has taken on additional members, 
The problems of keeping the growth of 
capital equipment up to the rate of 
population growth are formidable, but 
the members have boosted their de- 
velopmental expenditures recently in 
an effort to help themselves, and Aus- 
tralia has made material contributions 
of capital and technical assistance. In 
December, 1950, Australia pledged to 
provide more than £30 million, and has 
now arranged the disposal of more than 
half this sum—mainly directed toward 
helping agricultural productivity in the 
less developed countries of the area. 


Pioneering Still—New Guinea cocoa 
beans have been made into chocolate at 
MacRobertson’s Melbourne factory. The 
company has purchased a plantation in 
the Markham Valley, near Lae. It is 
understood that the 1,050 acre property 
has been only partly developed as yet, 
and that more clearing and planting will 
be carried out in the near future. 


Another mainland company to encov- 
rage island industry is F. H. Faulding 
& Company Limited, which has offered 
to contract for all the output of a small 
vanilla plantation. Vanilla beans are 
used in essences and food flavourings, 
and world supply is inadequate for pre- 
sent demand. Tahiti has been a major 
source of supply in recent years. 
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RETAIL MARKUPS AND THE 
RETAIL INVENTORY METHOD 


By P.ROSS BROWN, B.Ec., A, A. S. A. 


E following notes are supple- 

mentary to the discussion between 
Messrs. Adamson and Maskell (Aus- 
tralian Accountant, December 1953, 
July 1954, September 1954) in which 
the chief point at issue was whether 
retail markups should be calculated on 
a cost or selling price base. 


Obviously the first point to clarify 
is the definition of “markup” as used 
in retailing. Markup was defined im 
the Cost Accounting terminology as 
“the amount by which a selling price 
exceeds a cost price.” This definition 
lacks precision in not specifically stat- 
ing that the cost and selling prices re- 
fer to the same article. Mr. Adam- 
son’s definition corrects that weakness 
but adds a qualification of selling price 
(“the difference between the com- 
pulsorily or arbitrarily determined sell- 
ing price of an article and its cost 
price”). As the compulsory and the 
arbitrary selling prices of an article 
may be different, Mr. Adamson’s defi- 
nition, as it stands, does not yield us 
a unique and determinable sum of 
markup. It does however imply the 
solution to the problem that it raises; 
it points to the possibility of there 
being more than one markup applic- 
able to an article of merchandise. 


In actual retail practice there is 
more than one selling price to be con- 
sidered and consequently more than one 
significant markup. For example an 
article costing 6d. may be priced origin- 
ally at 9d., marked up again to 10d., 
and marked down to 8d. before it is 
sold. The figures of 9d. and 10d. are 
arbitrary selling prices and that of 8d. 
may be considered the compulsory sell- 
Ing price. Apparently the Termino- 
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logy definition had in mind the actual 
(or compulsory) selling price. How- 
ever during the operation of mer- 
chandising other significant markups 
arise. Under the admirable Retail In- 
ventory method referred to by both 
Messrs. Adamson and Maskell there 
are at least three important markup 
figures used. These are Initial Mark- 
up, Accumulated Markup and Main- 
tained Markup. Following are sub- 
mitted definitions of these sums which 
are really condensations of those ac- 
cepted by the Controllers’ Congress of 
the National Retail Dry Goods Asso- 
ciation of America. 


1. Initial Markup is “the difference 
between cost and initial (or planned) 
retail prices of merchandise purchased 
in a trading period.” This markup is 
the basis of the merchandise plan. It 
is used by buyers to determine selling 
prices and/or buying prices. It should 
be sufficient to yield a sufficient gross 
profit on trading, after planned mark- 
downs have been taken, to cover neces- 
sary expenses and a normal net profit. 
It does not include additional markups 
made after fixing initial retail prices 
nor does it take into account stock on 
hand at the beginning of the trading 
period. 


2. Accumulated Markup is “the 
difference between total cost prices of 
merchandise handled in a_ trading 
period and their accumulated retail 
prices.” “Merchandise handled” in- 
cludes opening stocks and purchases. 
“Accumulated retail prices” include 
initial retail prices and additional mark- 
ups but no account is taken of mark- 
downs. Accumulated markup is the 
basis for reducing retail stock figures 
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to cost by means of the Retail Inven- 
tory Method. 


3. Maintained Markup is “the differ- 
ence between total merchandise costs 
and sales.” This figure is of course 
identical with Gross Profit in conven- 
tional accounting terminology. It is 
interesting to note that under R.I.M. 
there is a definite arithmetical relation- 
ship between Accumulated Markup and 
Maintained Markup as follows :— 

Let A= percentage of accumulated mark- 
‘ up to retail value of goods handled. 
B= percentage of markdowns to sales. 
C=100% — A. 
D = percentage of Maintained Markup 
to Sales. 


Then D=A — (Bx C). 


For example, where A = 40% and B=10%, 
Then C = 60% 
and D= 40% — (10% x 60) 
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= 40% — 6% 
= 34%. 


These definitions dispose of the am- 
biguity raised by that submitted by 
Mr. Adamson and indicate definite and 
ascertainable values for each type of 
markup. In the following sections of 
this paper, unless otherwise indicated, 
references to markup will mean Main- 
tained Markup. 


Cost or Selling Basis for Markup 
Percentages 


The various types of markup are 
frequently quoted as percentages of 
the relative costs or selling prices. Mr. 
Maskell expressed dissatisfaction with 
the selling price basis arguing that, as 
selling price is made up of cost and 
markup, a base should be used which 
does not depend on markup which is 
the quantity being measured. He advo- 
cated the use of both cost and selling 
bases for comparative statements and 
preferred the cost basis for the fixing 
of retail prices which, incidentally, is 
more correctly called “pricing” than 
“costing.” It is therefore worth con- 
sidering whether the process of adding 
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a markup to cost is somehow funda- 
mental. 


It is true that selling price is made 
up of cost and markup but it is equally 
true that cost is equal to selling price 
less markup. In some cases buyers fix 
initial retail prices by adding a planned 
percentage to cost prices. This is par- 
ticularly true under price control] and 
when the merchandise is relatively 
scarce. This method, however, is not 
by any means universally used. Under 
conditions of relatively keen (not 
necessarily perfect) competition, many 
buyers first determine their best sell- 
ing prices and, by applying a planned 
percentage to the selling price, arrive 
at the cost price they are prepared to 
pay. In the latter case the selling 
price is obviously the buyer’s first con- 
sideration. But in both cases the way 
in which prices are calculated is simply 
a matter of practical convenience. A 
method that suits one retailer may not 
suit another. The fundamental fact 
is that whatever method is used it is 
normal to use a planned markup per- 
centage. This is necessary because it 
is the aim of the pricing system to 
yield a certain amount of maintained 
markup. 


The maintained markup should be 
sufficient to earn an adequate net profit 
after paying necessary expenses and 
taking necessary markdowns. Now 
both markdowns and selling expenses 
tend to vary with sales, whereas there 
is not necessarily such a direct func- 
tional relationship between these items 
and merchandise costs. Consequently, 
in calculating the planned markup per- 
centage, the normal procedure would 
be to add together the percentages, 
based on sales, of markdowns, ex- 
penses and net profit. The resulting 
total should give the planned markup 
percentage. When this has been cal- 
culated it is then open to merchandise 
management to decide whether the 
pricing process is to be cost plus or 
selling price less markup. From this 
it is clear that the use of the cost plus 
method of pricing is not necessarily 
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RETAIL MARKUPS — Continued 


fundamental and that no theoretical 
grounds exist on which to condemn the 
selling price basis. 


It is difficult to envisage circum- 
stances in which the cost basis for per- 
centages could be superior to the sell- 
ing basis in comparative statements. 
Because of the direct relationship be- 
tween sales and the components of 
markup referred to above, the only 
suitable basis for top-level comparisons 
is the selling basis. Subsidiary com- 
parisons show the breakup of top-level 
figures, and logic demands that they 
be on the same basis. The only pos- 
sible reason for not using them is that 
some of the lower ranks of the mer- 
chandising staff may find the cost base 
easier to grasp. But surely this prob- 
lem can easily be overcome with a little 
training. It is most desirable that all 
members of an organisation speak the 
same language. Taking all factors 
into account the selling price basis for 
comparisons is without doubt superior 
to the cost basis. The cost method may 
be convenient for pricing in some cir- 
cumstances but when used it has ne 
fundamental significance. The funda- 
mental fact is that whatever pricing 
method is used to earn the planned 
markup, the planned markup itself is 
based on sales. 


The Retail Inventory Method 


In their discussion both Messrs. 
Adamson and Maskell dealt with R.I.M. 
The following notes are intended to 
supplement Mr. Adamson’s explanation 
of this ingenious system. 


R.I.M. is essentially a method of cal- 
culating a “market cost’ valuation of 
trading stocks which are taken at re- 
tail prices. In practice it is almost 
invariably accompanied by a system 
of perpetual inventories at retail and 
forms the basis of a comprehensive 
system of budgeting markups, mark- 
downs, and sales. 


_ Under R.I.M. records are kept of the 
initial retail values of all purchases 
and opening trading stocks, and of 
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subsequent price changes. Price 
changes consist of markdowns and ad- 
ditional markups, and separate records 
are kept for each type of price change. 
Provision is usually made in these 
books to record : 


(a) new price; 
(b) old price; 
(c) difference between (a) and (b); 


(d) number of units of stock in 
hand at time of price change; 


(e) total value of price change, i.e., 


(c) x (d). 


Other information usually recorded 
includes the date of and reason for the 
price change. It is of the utmost im- 
portance for the operation of the system 
that markup and markdown totals be 
kept separately and not offset against 
each other. 


To illustrate the operation of R.I.M. 
I have taken the liberty of using Mr. 
Adamson’s example but have not as- 
sumed, as he did, that all marked up 
and marked down goods have been sold 
before balance date. (See Table 1.) 
The resulting “market cost” valuation 
of closing stocks is therefore different 
from Mr. Adamson’s figure but is more 
in accordance with the usual procedure. 


It may be observed from the example 
that the percentage of Maintained 
Margin to Sales reconciles with Accu- 
mulated Markup percentage as fol- 
lows :— 

Maintained Markup = Accumulated Markup 
percentage less (mark- 
down percentage mul- 
tiplied by Complement 
of Accumulated Mark- 
up percentage) or 


49.77 
44.78% = 50.23% — 11.05% x 
100 


The Retail Inventory Method in 
practice 


The valuation of closing stocks by 
R.1.M. is a cost equivalent of the actual 
retail values. It has certain very defi- 
nite advantages compared with con- 
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Table 1. 





Opening Stock 
Purchases 
Markups 


Merchandise handled 


Sales 
Markdowns 


Total deductions from Inventory 
Closing Stock 


Closing cost Inventory £4,978 


Cost of Goods sold 
Maintained Margin 
Expenses 


Net Profit 


50,022 
40,478 
30,000 


£10,478 





Retail 
£ 
10,000 
100,000 
500 


Cost 
£ 

5,000 

50,000 





55,000 110,500 


90,500 
10,000 


100,500 
10,000 








ventional methods. These include the 


following points :— 


(a) Correct use of the system re- 
sults in a stock valuation much more 
definite and systematic than con- 
ventional - cost - or - market - which- 
ever-the-lower basis. Under it the re- 
tail values are automatically discounted 
to cost valuations which enable goods 
to be sold at normal markups in the 
following trading period. It is a con- 
servative basis of valuation and as 
such is of particular advantage to mer- 
chandise management. 


(b) When used in connection with 
perpetual retail inventories, which can 
be maintained for little extra cost, 
physical stocktakings can be staggered 
throughout the trading period. The 
balances of these inventories can be 
used for interim and final trading ac- 
counts without the necessity for full 
physical stocktakings. 


(c) It is not necessary to mark mer- 
chandise with cost prices, which saves 
time in marking off goods and speeds 
up physical stocktakings. 
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(d) Stock shortages are accurately 
checked where R.I.M. is used, whereas 
conventional accounting methods re 
quire the assumption of a rate of main- 
tained markup which is seldom correct. 
R.I.M. is vastly superior to conven- 
tional methods in this regard. 


(e) As R.1.M. necessitates the keep- 
ing of full records of markups and 
markdowns it provides the framework 
of a system for planning and control- 
ling each of the three types of markups 
referred to above. These facilities, 
which are not automatically provided 
by conventional methods, are of very 
great value to the merchandise orgaii- 
sation. 


Disadvantages of R.I.M. include the 
following :— 


(a) Some extra clerical labour # 
necessary to operate R.I.M. However 
in view of the great advantages of the 
system this is a minor objection. 


(b) The system is not feasible 
less merchandise can be grouped 


— Conciuded next pas? 
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BOOK REVIEWS 


1. The Break-Even Chart: D. R. Bed- 
ford Smith. 


2. Training Staff for an Effective Man- 
agement Accounting System: P. G. 
James. 


ESE two booklets are published 

by The Incorporated Accountants’ 
Research Committee, and copies may 
be obtained from The Society of Incor- 
porated Accountants, Temple Place, Vic- 
toria Embankment, London, W.C.2, at 
a cost of 4/- stg. and 2/- stg. a copy 
respectively. 

Mr. Bedford Smith’s paper is an ex- 
amination of “some of the fallacies 
that may pass unnoticed if the Break- 
Even Chart in its conventional form is 
accepted at its face value”. In par- 
ticular the author directs attention to 
the assumption, implicit in the conven- 
tional form of the chart, drawn with 
straight lines, that increased output 
will necessarily be reflected in a pro- 
portionate increase in sales revenue; 
to the fact that, at some point, “fixed” 
expenses cease to be fixed and must be 
stepped up; and to the incidence of in- 
creased output on selling costs and sell- 
ing prices. 

These points are well brought out by 
re-drawings of the diagrams to meet 
hypothetical changes in circumstances. 

The paper by Mr. James is based 
on a paper delivered by him at a Man- 


agement Course held at Oxford in 
1952. The author briefly discusses the 
need for management accountants, the 
scope of management accounting and 
the characteristics required, and then 
proceeds to examine the sources from 
which industrial accountants are 
drawn. The main sources are those 
who come direct into industry from 
school or from a university and those 
who come into industry from the pub- 
lic-accounting profession. In neither 
case are existing facilities for training 
management accountants adequate. 
“Industry and the accounting profes- 
sion must produce the men and think 
out ways of doing it; neither seems to 
be doing it in any large scale today”. 
Suggestions are made both in respect 
of ways in which practical experience 
may be enlarged and ways in which the 
accountancy bodies might help—by re- 
vising existing examinations and by 
establishing post-graduate courses and 
examinations. A.A-F. 


An Introduction to Cost Accountancy, 
R. Warwick Dobson; Gee & Co. (Pub- 
lishers) Ltd., London, 1953 and 1954; 
Volume 1, pp. 319; Price 35/- Ster- 
ling; Volume 2, pp. 250; Price 25/-. 

E opportunity is taken of dealing 
with Volumes 1 and 2 of this work 

at the same time—in fact it might have 
been better to await the arrival of the 





RETAIL MARKUPS — Concluded 


departments or sections which use 
similar markup percentages. In many 
cases this can be overcome. Promo- 
tional merchandise carrying lower 
markups than usual can distort closing 
stock values unless steps are taken to 
guard against this possibility. This 
may be done either by marking all mer- 
chandise at full markups and then 
passing markdowns to reduce retail 
price to the desired promotional 
figure, or by keeping separate records 
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for promotional merchandise. Profes- 
sor Malcolm P. McNair advocates the 
latter course. 

To sum up R.I.M. has certain enor- 
mous advantages over conventional 
methods of retail accounting. It has 
some disadvantages but these can be 
overcome. On balance its advantages 
outweigh its disadvantages for those 
retailers who are able to instal it. The 
fact that it has been used extensively 
by large American stores for over 
forty years shows that it actually 
works in practice. 
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BOOK REVIEWS — Continued 


third volume of the work before mak- 
ing any comment. However, one can 
glean sufficient of the underlying idea 
of this work from the information on 
hand to be favourably impressed. 


The title of this work, “An Introduc- 
tion to Cost Accountancy”, is a modest 
one, and tends on first impression to 
convey the idea that it might be 
elementary. A reasonable study of 
the two volumes will soon remove this 
impression, and the reader will discover 
a complete and concisely written work. 


This reviewer admits having studied 
Volume 1 and then discovered in the 
preface that “it is an introduction to 
the subject because each chapter is 
capable of development into a larger 
work.” This is true, but the reader 
who faithfully studies the two volumes 
reviewed (and no doubt the third one) 
will emerge with more than an “intro- 
ductory” knowledge of cost account- 
ancy. 


Another interesting and important 
point made in the preface is that no 
book has been written in England deal- 
ing as a whole with cost accountancy 
in its present stage of development. 
The author sets out to fill this gap in 
accountancy literature and it is the 
opinion of the reviewer that a valuable 
and timely contribution has been made 
in this direction. 


Volume 1 covers costing and cost 
controlling and opens with a useful in- 
troduction on the scope of cost account- 
ancy. One interesting point made here 
is that cost accounting deals with the 
recording not only of expenditure but 
of income. It is pleasing to find this 
mentioned so early in the work, be- 
cause in the past many works have 
been lacking in under-emphasising or 
even omitting altogether this import- 


ant side of cost accounting. The chap 
ters of this volume deal with the pri- 
mary costs of material, wages, and ex- 
penses; cost centres; cost units; cost 
processes; classification; standards; 
marginal uniform costing; faulty con- 
trol; and cost control. These chapters 
cover the essential points of each topic 
without resorting to great detail, and 
bring the reader by logical steps to the 
last one on cost control, where the 
reader will find clearly expressed the 
constructive work which the cost ac 
countant can do towards assisting his 
Management to carry out its function 
more effectively. No doubt those who 
are concerned with Management could 
learn much from this chapter about 
what cost accounting can do, and what 
can be expected of it. 


Volume 2 is concerned with the 
mechanics of cost accounting, and 
covers such topics as cost accounting 
methods and procedures; form, pur- 
pose, scope and cost of cost informa- 
tion; an example of cost keeping; cost 
accountants’ organisation; manuals of 
instruction; and cost audit. 


The chapter on procedures and 
methods is excellent, containing as it 
does many illustrations of office equip 
ment together with explanations of 
the use that can be made of the various 
appliances ranging from the simple to 
the most elaborate. Those in need of 
office equipment, however large o 
small may be their requirements, wil 
find that this chapter alone will justify 
the time they spend in studying this 
volume. 


The author is to be congratulated on 
these two volumes (and no doubt the 
third one) and can feel satisfied that 
he has produced a work which will b 
valuable to the student and practitioner 
alike. 

L. H. DILLON. 


ero 
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FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LLM. (Librarian of the Supreme Court of Victoria) 


WORKERS’ COMPENSATION AND 
THIRD PARTIES. 


Y THE Workers’ Compensation Act, 

as is well known, a worker who suf- 
fers personal injury by accident arising 
out of or in the course of his employ- 
ment may recover compensation from 
his employer. The employer is under 
a duty to insure against this liability 
and normally, of course, the insurance 
company pays the compensation either 
directly or through the employer. 


If the injury suffered by the work- 
man was the result of the negligence of 
a third party, the Act provides that 
that third party must reimburse the 
payment made. The actual words of 
the Victorian Act (1951 Act sec. 62 
(b)) are: “If the worker has recovered 
compensation .... the person by whom 
the compensation was paid... . shall 
be entitled to be indemnified by the 
third party”. 


In Askew v. Wallace, 1955 V.L.R. 28, 
it appeared that one Kent, an employee 
of the plaintiff, was injured in the 
course of his employment when a motor 
cycle he was riding collided with a cow 
driven by defendant. 


Plaintiff’s insurance company paid 
compensation to Kent, and plaintiff sued 
to recover it back, to be met by the de- 
fence that as the insurance company 
ne paid the money, the employer could 
not sue. 


The judge ruled however that in law 
the payment came from the plaintiff. 
The fact that he had insured his lia- 
bility as he was bound to do, or even 
that as a matter of convenience the pay- 
ment was made by the insurance com- 
pany directly to the worker, did not 
alter the fact that the liability was the 
Plaintiff’s and he was the person who, 
in law, had paid the compensation. 
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However a Warrnambool jury was 
not going to make a local “cocky” re- 
imburse a man who was fully insured, 
and it held that defendant had not been 
negligent, so that plaintiff lost after all. 


THE VANISHING QUORUM. 


E (Victorian) Companies Act 
1938, sec. 115 (1) (d) provides that, 
unless the articles otherwise provide, 
“in the case of a proprietary company, 
two members, and in the case of any 
other company, three members per- 
sonally present shall be a quorum.” 


By Table A clause 45, scheduled to 
that Act, “No business shall be trans- 
acted at any general meeting unless a 
quorum of members is present when the 
meeting proceeds to business.” 


What is to happen if a quorum is 
present when the meeting proceeds to 
business, but subsequently some mem- 
bers leave? This is discussed in Re 
a Baird Ltd. (1954) 3 W.L.R. 


In that case, at a meeting called to 
pass a resolution for the reduction of 
capital, a quorum was present when the 
meeting started, but a shareholder who 
opposed the resolution, realising that if 
he had not attended there would have 
been no quorum, walked out. The 
meeting, however, continued to sit and 
passed the resolution. 


The company had an article word 
for word the same as Clause 45 of Table 
A, and followed by a clause the same as 
Clause 46, providing for the event of 
no quorum mustering within half an 
hour. The Court held that these two 
clauses were intended to cover the two 
cases—when the meeting could start 
and when the meeting could not start, 
‘and inferred that the intention was 
that once the meeting got under way, 
withdrawal of some of those present 
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FINE POINTS OF COMMERCIAL LAW-— Continued 


would not affect the validity of the 
proceedings. Accordingly it held that 
the resolution had been properly passed 
and confirmed the reduction of capital. 


DO EXEMPTION CLAUSES 
PROTECT THIRD PARTIES? 


OME of my older readers may recall 

that in October, 1948, in the old Fed- 
eral Accountant (30 F.A. 363) I dis- 
cussed the New South Wales case of 
Gilbert, Stokes & Kerr v. Dalgety & 
Co., which decided that the stevedore 
is entitled to rely on the exemption 
clauses in the bill of lading, although 
not a party to it. 


Now, in Adler v. Dickson (1954) 2 
Lloyd’s List Reports 267, the same 
point has arisen as to passenger tickets. 
Mrs. Adler went for a cruise on a P. & 
O. liner, the “Himalaya,” and bought a 
ticket which contained clauses exemp- 
ting the company from liability in 
every possible contingency. When the 


ship was at Trieste she went ashore 
sight-seeing. On her return she slipped 
on the gangway, which moved, throwing 
her to the wharf, so that she broke a 
number of bones and suffered other 
severe injuries. 


After looking at her ticket, her legal 
advisers realised that she had no hope 
of success against the ship-owners, so 
she did not sue the company, but the 
captain and the boatswain. This, of 
course, put the company in a spot. It 
could not let its employees suffer, but 
obviously the intention of the ticket was 
that the passenger should not recover. 
Accordingly the defendants took pro- 
ceedings to have it declared that Mrs. 
Adler could not succeed even if her 
story was true. They pressed the Court 
of Appeal with Gilbert v. Dalgety and 
the other stevedoring cases on which it 
is based, but the Court was unmoved. 
It regarded the exemption clauses us 
most improper—which they usually are 
—and distinguished the stevedoring 
cases on the ground—not very con- 
vincing—that a bill of lading clearly 
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envisages that the actual handling of 
the goods will be performed by third 
parties. 


Here it was the company’s servants 
who were alleged to be at fault. If the 
company wanted to exempt them it 
could easily have said so, and as it had 
merely excluded its own liability and 
not the personal liability of its servants, 
that liability remained, and if plaintiff 
could prove her case she was entitled 
to succeed. 


SUING ON A PROMISSORY NOTE 


HE Bills of Exchange Act is sup- 

posed to be perfectly clear and 
straightforward, but one finds plenty of 
cases where a shifty debtor is able to 
put up quite a plausible argument that 
he is not liable to pay after all. An ex- 
ample is Davis v. Saxe (1954) 4 South 
African L.R. 589. 


In that case, defendant made and 
signed a promissory not: for £500, in 
favour of one S or order. S then en- 
dorsed the note in blank, and plaintiff 
also endorsed it, for the accommodation 
of the payee, who then negotiated it for 
value to one K. On the due date defen- 
dant failed to pay, and plaintiff was 
called on by K to pay the note and did 
so. He then sued defendant. 


Defendant argued that plaintiff was 
not the “bearer” or the “holder” within 
the meaning of the Act, because he had 
paid the amount of the note. Counsel 
elaborated suggestions that the Act 
could not mean exactly what it said, or 
an earlier endorsee who held the note 
would be able to sue a later endorsee 
who had negotiated it back to him. Why 
that should show that a holder could not 
sue an earlier endorsee is beyond me— : 
as it was beyond the Court—but in any 
case, as the Court pointed out, the Act 
provides that a holder may sue those 
“liable on the bill” and a late endorsee 
is not “liable on the bill” to an earlier 
endorsee. 


Accordingly this fantastic argument 
failed, as it deserved to do. 
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WHY A THEORY OF ACCOUNTING ? 


By R. E. MASKELL 





“FRINCIPLES, standards, doctrines, 

conventions, accounting theory—a 
lot of bosh!”—these unsentimental 
sentiments were’ thrown at me only a 
few years ago. 


“I’ve got a job to do. I believe in 
action, not dilatory theorising,” said 
another accountant friend. 


“Fancy teaching students accounting 
by first giving them a balance sheet 
and expecting them to learn double- 
entry bookkeeping by studying the so- 
called theory of equities,” said yet 
another acquaintance who prepared 
students for Institute examinations. 


“Accounting is a bread-and-butter, 
work-a-day subject; too many students 
these days don’t really know how to do 
a job—they’re full of theory.” 


These and many more friendly jibes 
have come my way from the supposedly 
practical-minded. They didn’t deter 
or disturb me. They merely illus- 
trated to me the great need for a dia- 
lectical approach to this almost fright- 
ening discipline which we call account- 
ing. 

Yes, “frightening”, because of its 
ever-widening scope and complexity. 
The remarkable thing is just how well 
the device of double-entry has been able 
to face and determine and resolve each 
new challenge. 


Not so many years ago in Australia 
there were many so-called “practical 
accountants” who, when first presented 
with that spectre, the consolidated 
statement, paled at the sight and 
literally rushed to the meagre litera- 
ture on the subject for guidance. This 
strengthened my faith further in what 
I prefer to call diagnostic accounting. 
The so-called “academic scribblers” had 
really solved the problems of con- 
solidation. 


A relatively modern problem; but 
what about an example from the late 
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fifteenth century, or to be more exact, 
the year 1495, the time when Fra 
Luca Pacioli’s epoch-making treatise 
or Summa was first published? 

A bad example, you say? Was not 
Pacioli a Franciscan monk, a Univers- 
ity teacher, a moralist? Yes, he was 
all these things and more. Besides 
being an academic he was also a tutor 
to the high-born sons of one of the 
most influential business men of the 
day. 

In this way, he found out how prac- 
tical business was carried on. He 
solved many of the problems. As he 
was an acknowledged authority on 
algebra it is not to be wondered at 
that he put down his thoughts in his 
Summa in the way he did. There is 
a close relationship between algebra 
and double-entry. It was a happy co- 
incidence also that Gutenberg had just 
invented his revolutionary process of 
movable type. 

Has it occurred to us that our time- 
honoured patron was also a churchman 
and a moralist? Those of us who have 
read his Summa have seen numerous 
examples of this dotted through its 
pages. 

Did Fra Luca Pacioli write his some- 
what disjointed discourse because he 
was primarily a teacher or academi- 
cian, or did he have something more 
in mind? May I suggest a number of 
possible reasons? 

Firstly, he was a scholar, a re- 
nowned mathematician. 

Secondly, it was the practice in those 
days to jot down sundry notes in the 
form of Summae. 

Thirdly, no doubt the Gutenberg in- 
vention of printing by movable type 
encouraged him to put forth a book of 
instruction on the Venetian method of 
double-entry. 

Fourthly, his training in mathe- 
matics and his experience as a writer 
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and teacher enabled him to put his 
matter in such a form that it could be 
followed easily by his readers. 


Fifthly, as a churchman who was 
not ignorant of the methods of the 
business men of his time, he was most 
anxious to give his readers a moral or 
religious basis for recording ac- 
curately the ventures in which they 
were involved. 


Sixthly, the economic doctrine of the 
“just-price” was actively taught by the 
Church. How could this be deter- 
mined without a logical, accurate and 
determinable method of account-keep- 
ing? 

No doubt there were many other 
reasons—but sufficient has been said to 
establish the claim that the so-called 
“father of book-keeping’, our patron, 


was an academician—a theorist if you 
like—but one who derived his ideas and 
views from the practical work-a-day 
world of his times. 


In other words, just what is this so 
called accounting theory, or theory of 
accounting? 


First of all, it is a growing body of 
beliefs. Secondly, it.is recorded ex- 
perience. Thirdly, it is a product of 
history to which we have taken our 
powers of reasoning, however inade-. 
quate. It is part of the questing mind 
of man; it is man’s most persistent 
cry, “Why?” It is an attempt to work 
out a reasoning faith; a body of beliefs 
which, when put to the test in a 
dynamic world will work. 


Inevitably, practice is derived from 
— or ideas, and in turn determines 
them. 





TWO NEW PROFESSORSHIPS 


Mr. J. R. N. Stone, C.B.E., M.A., Director of the Department of Applied 
Economics in the University of Cambridge, has been appointed to the P. D. 
Leake Chair of Finance and Accounting at Cambridge. This professorship 
was endowed by the Institute of Chartered Accountants in England and 
Wales, in its capacity as trustee of the residuary estate of the late Mr. P. 
D. Leake, F.C.A. Mr. Stone, the first P. D. Leake Professor, will take up 
his appointment next July. 


Mr. David Solomons, B.Com., A.C.A. has been appointed to the recently 
established Chair of Accounting in the University of Bristol; his appoint- 
ment will date from 1 August, 1955. Mr. Solomons is at present Reader in 
Accounting at the University of London. 
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THE CLEARING HOUSE 


Auditing — Inventory Errors 


HE English journal, The Account- 
ant, of December 11th, 1954, page 
616, contains the following comment: 


“There is another case to report of 
accounts being thrown out of line 
through goods being taken into stock 
without the corresponding entry in 
urchases. The Company is James 
tone, Son & Co. Ltd. 


“Accountants know only too well 
how this sort of thing can happen. 
What is to be done, however, when the 
accounts have been published? The 
action taken in this case can be seen 
in the following letter sent by the 
chairman to the shareholders before 
the annual meeting. The circular 
says : 


“ ‘After the accounts for the year 
had been published, and without 
there being time to prepare a state- 
ment before the holding of the An- 
nual General Meeting, it was found 
that the accounts were incorrect. 
The error in the accounts arose out 


of the omission of a creditor for 

£8,797, in respect of goods which 

were included in the stock at 3lst 

March, 1954. Unfortunately, the 

error was not brought to light by 

the procedure of control then ap- 
lied, and arrangements have now 
made to guard against a similar 

"AF or 

I am sure practitioners would like 
to know what methods would be taken 
in Australian practice to remedy such 
a situation. How would we, as the 
auditors for the firm, express the posi- 
tion in the accounts and report that 
followed the discovery ? 

The example referred to is certainly 
not as serious as the revelations that 
were brought to light in the Wake & 
Dean case, nor the Enfield Cables case; 
but I feel that such a matter would be 
worthy material for some article to 
be commented on by perhaps, say, the 
research panel in Victoria, or the 


editor. 
—H. C. GRIFFIN. 


Taxation — Commonwealth Scholarships 


ITH the publication recently of 

the Commonwealth Scholarships 
it is opportune to draw attention to a 
taxation anomaly whereby the conces- 
sional deduction of £78 for a student 
child is nullified by the value of the 
scholarship. 


Under Section 82B (1) a conces- 
sional deduction of £78 is granted to a 
resident taxpayer who contributes to 
the maintenance of a student child who 
is also a resident of Australia. 


Section 82B (5) expressly provides 
that the value of any assistance pro- 
vided by the Commonwealth or a State 


The Australian Accountant, March, 1955 


shall not be included in the separate 
net income of a student child. 


But, under Section 82B (8) (a) the 
maximum deduction of £78 must be 
reduced by the value of any assistance 
(consisting of money, accommodation 
or sustenance) provided by the Com- 
monwealth or a State during the year 
of income, in connection with the edu- 
cation of a student child. 

The official interpretation is that 
such assistance includes the value of 
scholarships, bursaries, exhibitions or 
prizes provided by the Commonwealth 


— Conciuded cverieaf 
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FOR THE TAXPAYER: 


In reports of proceedings of the 
Taxation Boards of Review the tax- 
payer’s identity is carefully concealed, 
but even the most detached reporting 
cannot always suppress his personality. 
Particularly is this so in those reviews 
at which he acts as his own advocate. 
Most of such cases deal with matters 
like concessional deductions, travel- 
ling expenses, retirement benefits, and 
other headaches of the taxpayer who 
is not in business. 

Frequently the taxpayer argues his 
case on grounds of general equity. The 
members of the Board explain with 
patience and clarity, and sometimes 
with a hint of sympathy, that there is 
no statutory authority for allowing his 
claims; so he retires, slightly less be- 
wildered perhaps, but no doubt sharing 
Sam Weller’s conviction that the law 
is an ass. ' 


APPEARED IN PERSON 


By “Librarius” 


It can be argued that this parading 
of lost causes before the Boards is de- 
laying the hearing of genuine disputes. 
This of course is true, but I for one 
am willing to applaud the taxpayer who 
is prepared to go to no little inconveni- 
ence in order to have his grievance 
placed permanently on record. In this 
way some of the inequities in our pre- 
sent law may be brought to light and 
eventually corrected. 

Retiring allowances are a case in 
point. A yawning trap awaits the 
salaried man who reaches retiring age, 
accepts his retiring allowance, and then 
continues a little longer in his employ- 
ment. Under Section 26 (d) only’ five 
per cent. of a lump sum retiring allow- 
ance is, as a general rule, assessable, 
provided that the allowance is paid “in 
consequence of retirement from, or the 
termination of any office or employ- 
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or a State. But is this interpretation 
correct, when no “money” is involved 
as expressly mentioned in this section? 

The effect of this is that the value of 
the Commonwealth Scholarship granted 
to so many successful Leaving Certifi- 
cate students each year, whilst not tax- 
able in the hands of the student child 
(who usually has a negligible income 
or none at all) is, nevertheless, taxed 
in the hands of a resident taxpayer 
who contributes to the maintenance of 
a student child. 

Why give a concessional deduction 
of £78 on the one hand when it loses 
its value as a concession when a Com- 
monwealth Scholarship is worth more 
than that each year ? 


"4 


There are of course students not 
fortunate enough to be granted a Com- 
monwealth Scholarship whose parents 
or guardians who maintain them have 
the benefit of the £78 concessional de- 
duction plus educational expenses in- 
cluding University fees up to £75. 


On the other hand a taxpayer, with 
a student child with the benefit of a 
Commonwealth Scholarship, is taxed 
on £78 and can claim no deduction for 
University fees or other benefits de- 
rived from the Scholarship. 


This savours of a tax on brains and 
brains are something which should be 
fostered and not taxed especially in a 
young and progressive nation like Aus- 


tralia. 
—A. L. CHAMBERS. 
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FOR THE TAXPAYER — Continued 


ment...” The Boards of Review have 
had to deal with numerous cases of 
self-represented taxpayers who re- 
ceived their retiring allowances before 
retirement and discovered, too late, 
that the whole amounts were assessable 
income because they had not been paid 
in consequence of retirement. 


In one unfortunate instance’ - the 
taxpayer was evidently persuaded by 
his employer to take his retiring bene- 
fit early, although it appeared that he 
had no particular wish to do so. The 
taxpayer gave evidence that, after he 
reached retiring age but before he actu- 
ally retired, he had the following 
cryptic conversation with his general 
manager :— 


General Manager: You have not got your 
gratuity yet, have you? 

Taxpayer: No. 

General Manager: Why don’t you get it? 


Taxpayer: There is nothing to worry about. 
It is all right where it is. 


_ General Manager: You might as well have 


it. 

_ Taxpayer: What shall I do—make applica- 
tion for it? 

General Manager: Leave it to me. 


The taxpayer then accepted his 
gratuity before terminating his em- 
ployment, and the Board decided that, 
in the circumstances, the gratuity had 
not been paid “in consequence of” re- 
tirement, because the taxpayer had not 
at the time of receipt retired. There- 
fore it was not assessable as to only 
five per cent. thereof, as the taxpayer 
claimed, but came within the ambit 
of Section 26 (e), which provides 
generally for the assessment in full of 
the value of all allowances, benefits, 
ete., received by a taxpayer in connec- 
tion with his employment. 


I must not convey the impression 
that all taxpayers who appear without 
professional representation fail to con- 
vince the Boards of the merits of their 
case. On the contrary, quite a number 
of them have been successful. I de- 


a 


1. 2 C.T.B.R. (N.S.) Case No. 37. 
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rived considerable satisfaction from 
the report of a review at which the tax- 
payer entrusted the conduct of his 
case to his wife’. 


The item in dispute \\\s an amount 
of £358 which the tax) ver had ex- 
pended in the purchase f pineapple 
planting material, for an initial plant- 
ing on land that he had cleared for 
pineapple growing. His practice was 
to replace the plants after harvesting 
three crops. The Commissioner con- 
tended that the £358 was not deductible 
as it was expenditure of a capital 
nature. The taxpayer’s estimable wife 
confounded the Commissioner and con- 
vinced the Board that, on the facts, 
the expenditure in question was not of 
a capital nature and was an allowable 
deduction under Section 51. 


In the opposite circumstance—a case 
in which a female taxpayer allowed 
her husband to represent her*’—the re- 
sult was not so successful. He failed 
to persuade the Board that certain 
income of his wife should be assessed 
as income of the year ended 30 June, 
1951, and not as income of a later year. 


A self-represented taxpayer success- 
fully resisted the Commissioner’s con- 
tention that an amount he had paid 
as wages to his wife was unreasonably 
great*. The Commissioner is of course 
on the watch for cases in which rela- 
tives of a taxpayer are employed in 
his business. This is a device which 
can be used to divide the income of a 
business amongst several persons who 
dwell under the one roof, thereby re- 
ducing the aggregate amount of tax 
payable on that income. Section 65 
empowers the Commissioner to dis- 
allow a deduction in respect of wages 
paid to relatives, except to the extent 
that the wages are, in the Commis- 
sioner’s opinion, bona fide and reason- 
able in amount. In this case the tax- 
payer paid £401 to his wife, of which 
the Commissioner allowed only £250 as 
a deduction. The Board, after hearing 





2. 1 C.T.B.R. (N.S.) Case No. 130. 
3. 4 C.T.B.R. (N.S.) Case No. 29. 
4. 3 C.T.B.R. (N.S.) Case No. 72. 





FOR THE TAXPAYER — Continued 


the taxpayer’s evidence, decided that 
the full amount of £401 was not un- 
reasonable and should be allowed as a 
deduction, 

When giving his decision, the Chair- 
man commented that the taxpayer 
“was a satisfactory and convincing 
witness who stated his facts clearly 
and answered satisfactorily questions 
put to him in cross-examination and by 
members of the Board.” It might ap- 
pear that when a reasonably straight- 
forward question of fact is involved, a 
taxpayer who is honest and sure of 
his ground can present his own case 
as well as anyone else. But the pit- 
falls are numerous. 

One taxpayer, who got into deep 
water when appearing on his own be- 
half, claimed a deduction of £350 which 
he had paid to purchase a business in 
order to obtain the occupancy of the 
premises in which it was conducted*. 
In his tax return he had described this 
amount as consideration for goodwill. 
When the Commissioner refused a de- 
duction he lodged an objection in which 
he stated: “I was wrongly informed 
that the above amount would be classed 
as goodwill when obviously I paid this 
as key money...” At the hearing he 
said that he now regarded his objec- 
tion as not entirely satisfactory, and 
that he had found what he had really 
been trying to convey in Section 51 (1) 
which states : 

All losses and outgoings to the extent to 
which they are incurred in gaining or produc- 
ing the assessable income, or are necessarily 
incurred in carrying on a business for the 
purpose of gaining or producing such income, 
shall be allowable deductions except to the 
extent to which they are losses or outgoings 
of capital, or of a capital, private or domestic 
nature... 

The hearing then proceeded on the 
basis of the taxpayer’s claim that the 
amount was deductible under Section 
51 (1). The Commissioner’s represen- 
tative attacked this on the ground that 
the amount claimed was an outgoing 
of a capital nature. 

When the taxpayer was asked 
whether he wished to reply, he stated 


5. 4 C.T.B.R. (N.S.) Case No. 61. 
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that it was all “foreign territory” to 
him and he had been unable to follow 
the argument. In the result, the Board 
decided that the expenditure was of a 
capital nature and was therefore not 
deductible under Section 51 (1). 

The Board also observed that, on the 
evidence available, the payment did not 
appear to be a premium within the 
meaning of Section 83 as then enacted. 
However, the taxpayer was obviously 
unaware that he might have argued 
his case from this point of view and 
(had the circumstances of the trans- 
action been a little different) with some 
prospect of success, 

In a review by Board No. 2 in 1950, 
a taxpayer conducting his own case 
claimed that certain amounts he had 
received from a company provident 
fund, which had been wound up, were 
not assessable income*. The taxpayer 
was convinced that he was being taxed 
twice on the same amount but pre- 
sented no argument to support this 
view, although members of the Board 
gave him every opportunity and en- 
couragement to do so. After the Com- 
missioner’s representative had argued 
in support of the assessment, the tax- 
payer was asked if there was anything 
more he would like to say. He replied: 

No, I think the Commissioner’s representa- 
tive has put up a very good case but, like the 
company’s provident fund, it is all Dutch to 
me. 

The onus is on the taxpayer to prove 
that an assessment is excessive, and in 
the circumstances the Board could 
hardly do otherwise than disallow his 
claim. The irony of this case is that 
a few months later another taxpayer, 
who had received an amount from the 
same provident fund in similar circum- 
stances, appeared before the Board’. 
His case was ably prepared and well 
argued by his representative, and this 
time the Board decided, by majority, 
that no part of the amount received 
from the fund was assessable. 

There can surely be no better illus- 
tration of the wisdom of entrusting 
the conduct of a review, if it is at all 
complex, to a competent representative. 





6. 1 C.T.B.R. (N.S.) Case No. 69. 
7. 1 C.T.B.R. (N.S.) Case No. 101. 
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OVERSEAS NEWS 
The Late Mr. F. R. M. de Paula 


E RECORD with regret the death 

in London, on 12 December, 1954, 
of Mr. F. R. M. de Paula, C.B.E., 
F.C.A., at the age of 72. 


Mr. de Paula’s name has been well 
known to students and practitioners in 
this country since the first edition of 
his book, The Principles of Auditing, 
appeared forty years ago. In 1951 he 
visited Australia and addressed com- 
bined meetings of the accountancy and 
secretarial institutes in several capital 
cities. 

He practised in London for many 
years and served with distinction in 
the First World War. From 1926 to 
1929 he was the Ernest Cassel Profes- 


Tax Practice 


DISPUTE between lawyers and 

accountants, which has been sim- 
mering for many years in the United 
States, has now come to a head. It 
concerns the right of accountants to en- 
gage in the field of tax practice. 


Readers may recall the Bercu Case, 
reported in 1948. Bercu, a Certified 
Public Accountant, was consulted by a 
company as to the year in which a pro- 
posed expenditure would be deductible 
for Federal income tax purposes. In 
an action brought by the New York 
County Lawyers Association, the Ap- 
pellate Division of the Supreme Court 
of New York County held, on appeal, 
that by advising on this matter Bercu 
had engaged in unauthorised practice 
of the law. 


The Court appeared to be influenced 
by the fact that the company was not 
a regular client of Bercu’s, and implied 
that there would be no objection to an 
accountant making out income tax re- 
turns and giving incidental legal advice 
in the process. However, subsequent 
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sor of Accounting at the University of 
London. He later held important ap- 
pointments in industry, and occupied a 
high administrative post at the War 
Office during the Second World War. 
He served on several government com- 
mittees in the United Kingdom and 
was a director of a number of com- 
The including the E. S. and A. Bank 
td. 


He will be remembered by account- 
ants in all English-speaking countries 
for his contributions to accountancy 
education, and for his forceful advo- 
cacy of the accountant’s responsibility 
to develop and use new techniques in 
the service of the community. 


Controversy 


decisions of other State courts in 
similar proceedings have indicated that 
the activities of accountants in the 
taxation field may be subject to far 
more drastic restriction. 


The Supreme Court of Minnesota 
decided in the Conway Case (1951) 
that simple tax returns could be pre- 
pared by anyone, but suggested that 
the preparation of complicated returns 
might be exclusively within the pro- 
vince of the lawyer. In order to ob- 
tain evidence that was used against 
Conway in this action, the plaintiffs, 
members of the Ramsey County Bar 
Council, employed an agent provo- 
cateur to visit Conway’s office in the 
guise of a client. 


The decision which has caused great- 
est concern to accountants is that of 
the Superior Court, County of Los 
Angeles, in the recent case of Agran 
v. Shapiro. Agran, a Certified Public 
Accountant, was an “enrolled agent”, 
and by virtue of this was entitled, 
under Federal regulations, to negotiate 
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OVERSEAS NEWS — Continued 


with the revenue authorities on be- 
half of clients. However, the re- 
gulations providing for enrolment of 
agents contain the proviso that “no- 
thing in the regulations in this part 
shall be construed as authorising per- 
sons not members of the bar to prac- 
tise law”. 


Over a period of several years Agran 
prepared income tax returns for the 
Shapiros. Upon receipt of official in- 
formation as to the basis on which 
these clients were to be assessed he 
made representations to Treasury of- 
ficials, and as a result the proposed 
assessments were substantially  re- 
duced. The facts upon which the pro- 
posed assessments were based had not 
been disputed by Agran; the question 
he took up with the Treasury officials 
was the interpretation to be placed on 
a particular phrase used in the Inter- 
nal Revenue Code. The Court decided 
that “not only was the question which 
arose here one of law, but a difficult 
and doubtful one as well’. As a ques- 
tion of law was involved, only a lawyer 
should have conducted the negotiations 
with the taxation officials on behalf of 
the Shapiros, and therefore Agran 
had been engaged in unauthorised 
practice of the law. 


While this litigation has been oc- 
cupying the courts, a National Confer- 
ence of Lawyers and Certified Public 
Accountants has made singularly little 
progress in its attempts to resolve the 
differences between the two profes- 
sions. The American Institute of Ac- 
countants is now supporting a bill be 
fore Congress which provides for the 
control of Federal tax practice by the 
Federal Government alone. This would 
remove the accountant’s present doubt 
that, although he complies with Federal 
regulations, he may nevertheless con- 
travene the laws of his State by cross- 
ing an exceedingly ill-defined boun- 
dary and trespassing in the field of 
legal practice. At the same time the 
Institute is opposing the proposals of 
the American Bar Association for an 
Administrative Practitioners Bill 
which, it is claimed, would restrict still 
further the right of accountants to 
engage in tax practice. 


As the Journal of Accountancy 
stated (August, 1954) in an editorial: 
“Apparently if Certified Public Ac- 
countants or other non-lawyers wish 
to continue to serve the public in tax 
matters, as they have done for the past 
forty years, they are going to have to 
fight”. 


The Australian Accountant, March, 1955 





2? oh Gh oe eete-cees cc 


oe —e_r eerie FF * 


> © Pht 


=] 


CHEQUES AND RECEIPTS 


By L. B. WRIGHT, A.AS.A. 


O recent developments designed 
to save office work and expense, 
although of sectional application, are 
perhaps of general interest. One is 
the campaign conducted by the trad- 
ing banks to persuade their clients to 
make cheques payable to “bearer” in- 
stead of to “order”, and the other is 
a receipt on request plan decided upon 
by some of the life insurance offices. 


Generally most drawers of cheques 
seemed to be of the opinion that unless 
a cheque was crossed not negotiable 
and was made payable to order they 
ran a risk of losing the amount of the 
cheque if it was collected by a person 
unentitled to do so. Consequently, 
most cheques were made payable to 
“order” although in the case of cheque 
forms issued by banks this meant al- 
tering the face of the cheques as these 
are printed payable to “bearer”. 
Cheques payable to “order” require en- 
dorsement by the payee and the banks’ 
objection is to the work involved in 
compulsory examination of endorse- 
— to see that they appear to be in 
order. 


Unquestionably endorsing cheques 
and inspecting endorsements collec- 
tively involve payees and bankers in 
huge tasks and it can be readily ap- 
preciated that the substitution of 
“bearer” for “order” cheques would 
be a saving of no mean order to both. 
With this is view the banks for some 
time have been endeavouring to induce 
customers to draw “bearer” cheques. 
To help persuade their clients to adopt 
the practice banks have stressed that 
& “bearer” cheque crossed not negoti- 
able gives just as much protection to 
the drawer should the document pass 
into unauthorised hands as would be in 
the case of an “order” cheque similarly 
crossed. Section 87 of the Bills of 
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Exchange Act provides that a person 
cannot become a holder in due course 
of a not negotiable crossed cheque. 
By this provision of the Act any defect 
in title is never lost and is consequently 
transferred to all subsequent holders 
of the cheque. It is upon this fact 
that the banks’ assurance is based. 
They contend that payable to “order” 
does not give greater protection 
than payable to “bearer”. The re- 
sponse to the banks’ request has been 
good and with the passage of time it 
is likely more and more will draw 
“bearer” cheques. The greatest co- 
operation has been received from in- 
dividuals. Government departments, 
companies and firms still seem reluc- 
tant to depart from the old practice. 


In many cases the reluctance to 
change may be tied up with the in- 
creasing tendency to obtain a receipt 
on the cheque itself for the payment 
covered by the cheque. Some cheques 
carry a form of receipt. Other draw- 
ers do not go to the extent of provid- 
ing receipts on their cheques but re- 
gard an endorsement as sufficient evi- 
dence that the cheque has been received 
by the payee. 


By giving the bank an indemnity 
drawers are usually able to obtain 
possession of their cheques after the 
documents have been cleared. If such 
cheques were the only receipts re- 
ceived by the payer then his filing sys- 
tem for receipts would be simplified as 
he would obtain pre-numbered receipts 
all of the same size. For a variety of 
reasons many payees still issue their 
own form of receipt but on the other 
hand there are also many who appreci- 
ate the savings in stationery, postage 
and labour resulting from the non- 
issue of separate receipts and have 
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CHEQUES AND RECEIPTS — Continued 


been only too glad to adopt the receipt 
on cheque system. 


A receipt given on a cheque is nearly 
always in the simplest possible form 
due, primarily, to the limited space 
available. It generally does no more 
than acknowledge the payment, and the 
brevity frequently renders it insuf- 
ficient for audit purposes. The auditor 
must be concerned as much with the 
authenticity of the payment as with 
the fact that it has been made, and 
whereas a _ separate receipt often 
contains information sufficient to vouch 
for this, frequent reference to other 
documents may be necessary when the 
receipt is on the cheque making the 
payment. 


An important point to note is that 
completion of a form of receipt ap- 
pearing on a cheque must not be made 
a condition for payment of the cheque. 
Such a restriction would remove the 
unconditional form which a cheque 
must have if it is to remain within the 


provisions of the Bills of Exchange 


Act. A document containing a restric- 
tive condition of this type would not 
be a cheque and thus a banker paying 
it would forfeit the protection given to 
him under the Act. 


The second development referred to 
earlier is a plan very recently intro- 
duced by some of the life insurance 
companies. This plan provides that 
receipts for life policy premiums sent 
by cheque will not be issued unless the 
policyholder specially asks for them or 
unless, as is the case in some States, 
there is a legal obligation to issue re- 
ceipts. Thus, where possible, the pro- 
posal is to go beyond the receipt on 
cheque plan by not issuing receipts at 
all. The idea of the receipt on re- 
quest plan naturally came from the life 
offices themselves but there has been no 
attempt to compel policyholders to ac- 
cept it. As premium reminders are 
sent policyholders are _ circularised 
pointing out the advantages of the plan 
and inviting co-operation in its adop- 
tion, but there is not the slightest hint 
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that a receipt will be refused. Thus 
the success of it is entirely up to policy- 
holders themselves. 


Hitherto the life companies have is- 
sued literally millions of premium re- 
ceipts each year and it will be seen at 
once that the prospective saving by the 
new plan is very great, but as men- 
tioned earlier, the plan applies at pre- 
sent only to premiums paid through 
the post by cheque, so it must not be 
thought that the life offices have suc- 
ceeded in completely eliminating the is- 
sue of premium receipts in one fell 
swoop. (Actually the plan applies to 
money order payments also but no re- 
ference has been made to these as this 
article is concerned with cheques and 
receipts. The same considerations do 
not apply to money order payments.) 
The saving is mainly in postage and 
stationery but economies in other direc- 
tions also occur. 


In its outworking the plan falls into 
three groups. Firstly, where the 
payee does not require a_ receipt. 
Secondly, where there is a legal obliga- 
tion to issue a receipt and thirdly, 
where the policy owner wishes to have 
a receipt. During the brief period the 
plan has operated it has been found 
that the majority of policyholders are 
content to forgo a receipt. The com- 
panies’ premium reminder is in two 
sections and the accompanying cir- 
cular suggests that the policyholder 
retain one section as his personal re 
cord of the payment. This, when 
coupled with the debit entry in his 
bank pass book, confirms that the pre 
mium was paid. Where by law a re 
ceipt must be issued then the cheque is 
receipted and the appropriate stamp 
duty affixed. If a receipt is requested 
one portion of the premium notice is 
receipted and returned to the payer. 


In seeking the support of their mem- 
bers for the new plan the companies 
suggest remitting by a crossed “not 
negotiable’ cheque made payable 
the company. There is perhaps an im- 
plication that an “order” cheque is un- 
necessary but there is no direct state 
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CHEQUES AND RECEIPTS — Continued 


ment on this point. In the absence of 
this it is thought that many policy- 
holders who do not ask for receipts 
will, in the belief that they are taking 
an extra precaution, make their 
cheques payable to “order”. If this 
happens the banks may take an unfav- 
ourable view of the plan. Increased 
requests by private customers for in- 
spection or return of paid cheques may 
also be of concern to the banks. 
Another point of interest arises in the 
case of policies under assignment to 
the banks. Premiums on such policies 
are usually paid by the life assured and 
the receipts are handed to the banks 
for attachment to the policies. It is 
understood that the banks’ auditors in- 
sist on the current premium receipt 
forming part of the security docu- 
ments. Presumably, therefore, the 
banks will instruct the lives assured to 
ask for and obtain premium receipts. 


A relatively large number of policies 
may be concerned in this point. 

As is the case in so many phases of 
business the attitude of the Income 
Tax Department may have an import- 
ant bearing on the “no premium re- 
ceipt” plan. Whilst the department 
continues not to require production of 
receipts to verify claims for premium 
deductions the plan will probably oper- 
ate smoothly. If, however, the policy 
of the department alters consideration 
will probably have to be given to means 
of satisfying the department as an al- 
ternative to returning to the old pro- 
cedure of issuing receipts for all pre- 
mium payments. 

The premium receipt on request plan 
represents a rather radical departure 
from old established practice. At pre- 
sent its application is limited (although 
the number of cases involved is quite 
large) but it is thought that if the 
scheme proves to be successful it will 
certainly extend to many fields besides 
life assurance. 





GOLDEN 


JUBILEE 


THE ASSOCIATION OF CERTIFIED AND CORPORATE 
ACCOUNTANTS 


The fiftieth anniversary of the formation of the Association of Certi- 
fied and Corporate Accountants was celebrated in London recently. At 
the Opening Session at Church House, Westminster, on 80 November, 1954, 
greetings were conveyed to the President and members of the Association 
by representatives of kindred organizations in the United Kingdom and 
overseas, Mr. L. A. Braddock, Vice-President of the South Australian 
Division of the Australian Society of Accountants, represented the Society 


on this occasion. 


The Jubilee was also celebrated at functions arranged by branches of 
the Association in Central Africa, South Africa, Hong Kong and Jamaica. 
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EFFECTIVE WRITING FOR ACCOUNTANTS 


By AUSTIN DONNELLY 


OU know, clients are funny,” an 
accountant said the other day. 
“Recently while talking to a client I 
happened to mention his Dodge motor 
car. When he told me that he had 
sold it some years ago we looked 
through the financial statements and 
found that it had appeared in the 
Balance Sheet each year though he had 
not owned it for several years. 
Obviously, then, the client had not 
bothered to look closely at the financial 
statements and report which I send 
him every year.” , 


Perhaps the client was a bit lax. 
But these remarks seem to indicate 
that the accountant is also at fault. 
Firstly, he would probably have dis- 
covered that the car had been sold 
(apparently by exchange or as a pri- 
vate transaction outside the books) if 
he had spent five or ten minutes going 
through the draft Balance Sheet with 
the client before finalising it. But the 
more important point is this: the ac- 
countant had failed to make the report 
and accounts interesting enough for 
the client to read. 


You can see in thousands of offices 
all over the country, reports and finan- 
cial statements prepared by public ac- 
countants which are never read—de- 
spite the fact that preparing and typ- 
ing them has meant much work and 
expense. Now, some businessmen are 
just not interested in details of their 
business. But in most cases it de- 
pends on whether the accountant gives 
enough thought to the way they are 
presented. Using vertical or narra- 
tive type statements is helpful. As 
well as that, there is need for writing 
the reports effectively—writing them in 
such a way that the clients will read 
them and understand them. 


The need for readable effective writ- 
ing extends beyond reports on finan- 
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cial statements. In every letter that 
an accountant writes there is need for 
the same qualities. Some letters may 
be almost as important as reports. 
Similarly the accounting executive in 
business and industry needs to know 
how to write effective letters, reports, 
memos, instructions, procedure 
manuals, etc. 


Why Ineffective Writing Is Costly 


Generally, accountants have not 
given to the art of writing anything 
like the attention it warrants. Until 
very recently there was little stress on 
this subject in an accountant’s educa- 
tion. Most qualified accountants to- 
day remember that they were taught 
what should be included in audit re 
ports but they were not taught how 
to go about writing the report. Many 
practitioners who carefully supervise 
and train their staff in other subjects 
do little or nothing about this subject. 


If it is important for the accountant 
to know something about effective 
writing, how is it that so little has 
been done about the matter? One 
reason is that the accountant is like 
most other business people in thinking 
that “there’s nothing to it,” that it is 
a waste of time to study the art of 
writing. The other—and perhaps the 
main reason—is that the real cost of 
ineffective writing is not appreciated 
Accountants often blame the casual 
attitude of clients and management for 
what is in fact the-result of ineffective 
writing by accountants. 


Ineffective writing—writing that 
does not convey clearly and concisely 
what is in the mind of the accountant 
—is costly in many different ways. 
These are among the more important: 


1. There is a great deal of unneces- 
sary writing—either mate 
that is not read or material that 
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EFFECTIVE WRITING — Continued 


has to be repeated in later letters 
and reports because it is not 
clear. This means a heavy waste 
in cost of the time of account- 
ants and stenographers, station- 
ery, etc. 


. Not so easy to trace but possibly 
a greater cost is the fact that 
ineffective reports may mean that 
the whole value of an account- 
ant’s work is diminished. His 
description of financial matters 
is not understood and the im- 
portant recommendations he sug- 
gests are not adopted, because 
he fails to make his meaning 
clear enough. 


. Because the tone of the account- 
ant’s reports and letters is so 
often artificial and rather techni- 
cal, clients or managers often get 
a completely wrong impression. 
The sincere interest of the ac- 
countant is often misunderstood, 
because he fails to get his mes- 
sage across; his comments may 
be regarded as so much “blah.” 


. As accountants so often fail to 
write in down-to-earth phrases, 
businessmen tend to get the im- 
pression that they are quite im- 
practical, that they are mere 
technicians in the art of keeping 
books. 


Many of the problems of the indivi- 
dual accountant (the practitioner as 
well as the commercial accountant) 
would disappear if every letter and re- 
port he wrote was clear, concise and 
written in such a way that the reader 
could not fail to understand exactly 
what the accountant was trying to con- 
vey. Little wonder that more atten- 
tion is now being given to report writ- 
ing, etc., in accounting courses. 


Most Common Weaknesses 


Where do accountants’ reports and 
letters fail to achieve their object ? 
Generally they fail if the reader does 
not get the clear impression which the 
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accountant is seeking to convey. More 
specifically, the most common deficien- 
cies of accountants’ writing—the main 
reasons why it is_ ineffective—are 
these : 


@ The sentences are too long. 

Generally long sentences are 
harder to understand than short 
ones. Most accountants write 
long rambling sentenees of about 
30 to 40 words; yet an average 
of about 13 to 18 words per sen- 
tence is needed for readable 
writing. 
Too many technical terms are 
used—terms that the accountant 
himself understands but which 
mean little to the layman, 


The style is too cold, impersonal 
and artificial. Like many other 
people in business, accountants 
often overlook the fact that what 
they write is to be read by human 
beings—not by machines. The 
report that is warm and human 
will be read and probably acted 
on while the impersonal and arti- 
ficial report will be left unread 
or disregarded. 


® The letters and reports are not 
concise. There are too many 
wasted words, sentences and 
paragraphs. The reader cannot 
find the real meaning, for it is 
lost in a forest of verbiage. 


It is not surprising that these faults 
are common in the reports of account- 
ants. They are the common faults of 
almost all forms of business writing. 
It is easy—almost inevitable—for the 
accountant to fall into the habits that 
are so common in writing business 
letters and reports. Yet if his reports 
are to be effective, he must determine 
to make his writing readable—even if 
it means breaking old habits of ex- 
pression. 


How One Accounting Firm Solved the 
Problem 


In the May 1954 issue of the 
“Canadian Chartered Accountant” (p. 
320) there is a good example of the 
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EFFECTIVE WRITING — Continued 


positive steps taken by a Canadian 
accounting firm to improve the stan- 
dard of writing of its partners and 
staff. “We were persuaded” they 
stated, “that what we needed was... 
a means of clearing our minds and 
gaining the courage to write simply, 
using our knowledge of grammar to 
serve rather than confuse us.” 


Briefly, their method was to appoint 
a@ woman with a good working know- 
ledge of the English language, some 
writing and teaching experience, and 
a manner that would be acceptable to 
all levels of their staff. This employee 
examined copies of letters and noted 
her suggestions and comments on 
them. The letters were returned to 
the signatory, whether he was a senior 
partner or the newest student. For 
reports an extra copy was typed at 
the draft stage so that suggested im- 
provements could be incorporated in 
the final report. 


The system worked quite well. “We 
were jolted into realising how much a 
little extra thought and care could 
achieve,” reported the firm. “The 
presence of a critic who would read 
with a layman’s eye convinced us of 
our great responsibility to give our 
clients not only the best accounting but 
also the best reporting of which we 
were capable.” 


Probably one reason for the success 
of this experiment was the fact that 
everybody in the firm from the top 
down who wrote any letters or reports 
took part in it. Another help was the 
presence of a person who would see 
things through a layman’s eyes—who 
would concentrate on the art of writ- 
ing more effectively. 


The Way to Improve Writing 
Standards 


Not every accounting firm would 
adopt that particular procedure, effec- 
tive though it may be. It would not 
be possible in every case to find a suit- 
able person to do the revision. For 
small accounting firms the appoint- 
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ment of a special employee for that 
purpose may not be warranted. The 
commercial or industrial accountant 
may not be able to make such an ap- 
pointment because of staff policy—or 
because he can’t sell the idea to the 
manager. 


What then can be done in other 
ways ? Simple though it seems, the 
first point is to decide, once and for 
all that there is a definite art in writ- 
ing effective letters and reports— an 
art that can be acquired by study of 
the principles, and patience in con- 
stantly applying them. It is not good 
enough to try to write effective re 
ports today and then forget about it 
for months. Good business writing is 
largely a matter of habit and practice. 


The other steps in the campaign for 
better letters and reports include: 


@ Appointing, in larger offices, 
someone to be responsible for the 
campaign to improve writing. 


When training staff, particularly 
juniors who are more likely to 
adopt new ideas, impressing on 
them that the way a letter or 
report is written may be just as 
important as—sometimes more 
important than—the contents of 
the report. 


@ So that attention to better writ- 
ing will be continuous, rather 
than intermittent, a Manual 
should be prepared and used. 


The Manual (called a Correspondence 
Manual or Business Writing Manual) 
is most important if you are determined 
to make a real attack on this prob- 
lem. In preparing the manual you can 
use the “first-things-first” approach. 
If you are pressed for time, a short 
manual of perhaps six or ten pages 
can be prepared to cover the most 
essential items. Then as time goes on 
this can be added to. If the Manuals 
(you may have copies duplicated s0 
that they are readily available to all 
staff and partners or managers) are it 
a looseleaf binder, additional pages ca? 
be added conveniently. 
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EFFECTIVE WRITING — Continued 


Whatever the form of the Manual 
and whether it is simple or elaborate 
it will contain three basic sections : 


1. An “ inspirational ” section 
written over the signature of 
the manager or principal urging 
all employees to recognise the 
importance of good effective writ- 
ing and the serious consequences 
of ineffective writing. 


. A section for those who dictate 
or compose letters and reports. 
This would include examples of 
phrases and sentences that should 
be avoided, the basic marks of 
good writing such as: 

conciseness 

clarity 

use of short non-technical 
words wherever possible 
use of short sentences 

a friendly human approach 
recognising the  reader’s 
point of view 


. A section for typistes, setting out 
the policy of the business on mar- 
gins, indented paragraphs, etc. 
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Conclusion 


Neither the accountant in commerce 
and industry nor his colleague in pub- 
lic practice can do his work properly 
unless he can write effective letters 
and reports. Generally accountants 
tend to write too formally and artifici- 
ally; they use too many technical 
terms forgetting that those who read 
their letters and reports may not 
clearly understand these terms. Very 
seldom does an accountant stop to 
think enough about how he is going to 
convey to the reader the ideas, facts, 
or suggestions which he wishes to con- 
vey. 


All this means that the value of an 
accountant’s work is greatly lessened. 
He can overcome these problems firstly 
by resolving that there is an art in 
business writing. 


More specifically the standard of 
writing may be improved by appoint- 
ing someone to be responsible for the 


campaign to improve writing; by im- 
pressing on staff the importance of 


business writing; by preparing and 
keeping up to date a Manual on writing. 





THE MASTERY OF ENGLISH 


By REGINALD KIRBY 


“TT IS a trivial grammar school text,” 

writes Francis Bacon in a memor- 
able essay, “but yet worthy of a wise 
man’s consideration. Question was 
asked of Demosthenes: What was the 
chief part of an orator? He answered: 
Action. What next? Action. What next 
again? Action...” Bacon goes on to 
add that Demosthenes agreed that 
action in itself had no necessary advan- 
tage in the making of a great orator 
and yet, he added definitely, what is 
often the most foolish part of a man’s 
life is often the most admired, because 
there are many more foolish people in 
the world than wise. 


While not commending the reason for 
successful speaking and writing, it must 
be admitted that action—the power 
some people exert that seems to spring 
out of their very natures—is itself a 
strong factor in persuasive writing and 
speaking: words that appear to carry 
with them the imprint of force, the 
urge of dominant emotion and high in- 
tellectual power and those that win 
their way to mastery. 


In all realms of human expression, 
that which carries conviction, that has 
within itself the stamp of authority and 
the drive of conviction, is calculated to 
sway people. In speaking, even the 
timbre of the voice can help to achieve 
this; in writing the art is more diffi- 
cult, less easy of analysis, and yet the 
same secret must be attained, the sense 
of action, of unlimited and all-control- 
ling power. 


This, in some cases, seems to spring 
immediately to birth in the mind and 
heart of a gifted writer or speaker. 
The vitality of some people is so con- 
tagious, so instantaneous in its effect, 
that just to be in their presence is to 
be almost convinced that what they say 
is right. Of authors the same holds 
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true: the mastery of English expresses 
itself from the start, in the opening 
sentence or paragraph, so that the 
reader cannot but proceed. This is 
magic indeed: and of its innermost 
nature who can speak? All the same, 
for more pedestrian people, the humble 
folk who aspire to speak and write 
with comparative ease and success, 
certain lines of approach can be laid 
down, and when followed, must lead, 
if not to the fluency of a Lloyd George, 
at least the good average that will serve 
its turn to prevent a man from being 
tongue-tied and unable to express him- 
self adequately through the medium of 
writing. 


We may not need, in the course of our 
ordinary business career, to write many 
essays. Yet it is a fact that the mas- 
tery of good essay expression lays the 
foundation for all future forms of writ- 
ten work and will save a man from 
many humiliating moments of in- 
adequacy and frustration. 


What, then, is an essay? 


At root, the word means “to pro- 
duce.” In the sphere of English 
expression it can be described as a 
written composition on some particu- 
lar point or subject, usually shorter and 
less technical than a formal and 
thorough-going treatise, but developed 
along systematic and definite lines. 


In a fascinating book on the art of 
writing, William Freeman defines five 
different kinds of essay and, by a series 
of choice extracts from English litera- 
ture, gives examples of the various 
kinds that most often find their way 
into print. These are, in the order he 
gives them, philosophic and discursive; 
descriptive; incidental; conversational; 
and historical. Most modern exponents 
of the art of essay writing give three 
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MASTERY OF ENGLISH — Continued 


well-known types, the narrative, the 
descriptive, the argumentative. 


Whatever the form of the essay, the 
actual writing involves certain clearly 
defined factors that should be borne in 
mind when an attempt is made to ex- 
press thought convincingly and clearly 
on paper. 


There must be, obviously, a certain 
knowledge of the subject about which 
the essay is being written, a truism 
most people take for granted—too much 
for granted, some might think, when 
the paucity of actual thought-content is 
considered in relation to writing. This 
actual content of the essay should be 
more than a mere agglomeration of 
facts: it should be such facts as are 
necessary, expressed through the mind 
and imagination of the writer. He 
must have thought over the subject, 
made it his own—at least in so far as 
the limits of his essay warrant—and 
then, factually and imaginatively— 
should attempt to write. This leads to 
the second factor: the formal “plot- 
ting” or arrangement of the subject. 
This point is a world in itself and 
would demand much space and time to 
develop it fully. Fundamentally, how- 
ever, it concerns the right arrangement 
of the work in hand. Follows the third 
point, the apposite use of words, de- 
manding a correct and widening voca- 
bulary and the employment of a style 
suitable to the subject. The fourth fac- 
tor is the use of illustration, to lighten 
the tension and, perhaps, tedium of 
the essay and keep the reader’s mind 
alert, as well as assisting the develop- 
ment of the subject. And fifthly, the 
avoidance of logical fallacies, on which 
again whole books could—and have— 
been written. How many specious argu- 
ments crumble when the cold hand of 
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formal logic falls upon them! The 
sixth factor involves the adequate 
coverage of the subject within the 
limits imposed by the length of the 
essay. Finally, and perhaps most im- 
portant, for it bears strongly on all the 
other factors, it must be remembered 
that an essay should have a beginning, 
a middle and an end! 


Through the whole, a pervading sense 
of mastery should impose itself on the 
mind of the reader. He must.-feel, read- 
ing it, that the work is that of a man 
who writes with authority. 


How can the writer attain this feli- 
city? 

The first essential is that he should 
be interested in his subject. This, one 
might think, immediately restricts the 
subject, for there are possibly not many 
in which interest can be evoked. On 
the contrary. A slight acquaintance 
with almost any branch of learning, any 
aspect of life, will lead the keen and 
eager mind to enthusiasm. This may, 
indeed, need to be actually simulated 
at first. The mere fact of making your- 
self feel interested awakens interest! 
From this, the collection of material is 
but a step, and, imaginatively, can 
yield great and possibly undreamed of 
results, for who knows what lies 
around any corner? With such work 
in hand, allow the material to simmer 
in the mind, to ferment and work until 
the mind itself begins to be charged 
with an unwonted interest, a real en- 
thusiasm that quickens and tingles the 
whole being into energetic and consis- 
tent effort. This is the action of which 
the great orator spoke, the “spirit” that 
fell upon the prophets and, in little 
measure but none the less. with real 
power, falls upon every writer. Out of 
this enthusiasm—the word implies 
indwelling spirit—comes every worth- 
while literary effort. 





NEWS AND NOTES 


Australian Society of Accountants 


ANNUAL MEETINGS OF MEMBERS AND OF GENERAL COUNCIL 


The Council of the New South Wales Division is arranging for a number of 
functions to be held in Sydney from April 18 to 21 in conjunction with the annual 
meetings of Members ton of the General Council. Invitations to the various func- 
tions will be sent direct to members of the Division. It is hoped, however, that 
members from other States also will be able to attend the functions. Any interstate 
member likely to be in Sydney at the time will be welcome to do so and should 
communicate with the State Registrar regarding the arrangements. 


The programme will be as follows :— 
Monday, 18 April— 
12.45 p.m.—Members’ Luncheon. 
5.15 p.m.—State President's Reception for members and their wives. 
Tuesday, 19 April— 
7.45 p.m.—Arthur Capper Moore Memorial Lecture, by Mr. G. H. 
Peterson, A.A.S.A. 
Wednesday, 20 April— 
7.45..p.m.—Annual Meeting and Social. 


ARTHUR CAPPER MOORE MEMORIAL LECTURE 


Mr. G. H. Peterson, A.A.S.A., will deliver the 1955 lecture in Sydney at the 
time and place set out above. His subject will be "The Accountant's Function in a 
Period of Accelerated Change." 

Mr. Peterson is a regional director of W. D. Scott & Co. Pty. Ltd., Management 
Consultants, and has recently returned from the U.S.A., where he studied current 
developments in management and accounting. 

During the course of his lecture, Mr. Peterson will discuss accounting for 
ae control with observations on the accountants’ services to all departments 
of a business; direct costing; office methods engineering, including the simplification 
of paper work; the impact of statistical methods on accounting technique; electronic 


computors; the problem of recruiting accounting personnel. 





ENGLISH TAX CONFERENCE 

The Chairman of the annual Taxation Con- 
ference has extended an invitation to mem- 
bers of the Society, likely to be in England 
at the time, to attend the Fifth Annual Taxa- 
tion Conference at Brighton from 14 to 17 
October, 1955. Speakers at these annual con- 
ferences are leading authorities on taxation 
and the conferences attract widespread in- 
terest among English accountants. Any 
member interested should communicate direct 
with the Conference Secretary—Mr. S. E. 
Banks, 98 Park Street, Mayfair, London, W.1. 


MR. E. CASSLETON ELLIOTT 


Our congratulations are extended to Mr. 
E. Cassleton Elliott, F.S.A.A., on the honour 
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of C.B.E. recently conferred upon him by 
Her Majesty the Queen. Mr. Cassleton Elliott 
is a Past President of the Society of Incor- 
porated Accountants and received the award 
in recognition of his services as Chairman 
the Interdepartmental Committee on the Dis- 
tribution of Remuneration of General Prac- 
titioners. 

For many years Mr. Cassleton Elliott was 
the London Representative of the Common- 
wealth Institute of Accountants. Following 
the amalgamation of Institutes, he kindly 
agreed to represent the Society. In those 
capacities he has been of great assistance t 
the Institute and the Society and has extended 
numerous courtesies to Australian account- 
ants who have visited London. 
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NEWS AND NOTES — Continued 


VICTORIAN DIVISION 


Complimentary Dinner to Professor Sir 
Alexander Fitzgerald 


A complimentary dinner in honour of Pro- 
fessor Sir Alexander Fitzgerald, O.B.E., 
B.Com., F.A.S.A., was held at the Savoy 
Plaza Hotel on 10 February, 1955. The din- 
ner was attended by 110 members and guests 
and was presided over by the State President, 
Mr. J. R. Barber. 


The toast to the Guest of Honour was pro- 

ed by Mr. E. A. Peverill, B.A., B.Com., 
A.S.A., Auditor-General for Victoria, Rt. 
Hon. the Lord Mayor of Melbourne, Cr. 
Frank Sellick, F.A.S.A., and the Hon. Mr. 
Justice Dean, Chancellor of the University of 
Melbourne. 


In a moving response, Professor Sir Alex- 
ander Fitzgerald thanked the proposers of 
the toast and all present. He referred to his 
many years on the Divisional Council of the 
former Commonwealth Institute and then of 
the Society and to the many friends he had 
made during those years. e considered the 
honour conferred on him by Her Majesty a 
compliment to the Society. 


“Family Circle’ Discussions 


The first of the series of “Family Circle” 
discussions was inaugurated by e State 
President on 9 February, 1955. Every mem- 
ber of the Division received a circular early 
in January, giving full details of this activity 
and of the range of subjects to be discussed 
during the first six months of the year. These 
discussions, which may be regarded as fall- 
ing mid-way between full-scale lectures and 
small discussion groups, have been designed 
to provide members associated with a parti- 
cular industry, or interested in a particular 
specialised problem in accounting theory or 
practice, with an opportunity to join together 
in thorough and intimate discussion. The 
response was most gratifying, as 500 mem- 
bers indicated that they proposed to attend 
some or al] of the series. 


The subject chosen for February was “The 
Stock and Share Market,” and approximately 
250 members attended. Mr. A. McB. Fair- 
foul, Commercial Editor of “The Herald,” 
= on various aspects of the stock and 
Share market as it exists in Victoria. At the 
conclusion of his talk, an animated discussion 
ensued and many questions were asked. 


February Luncheon 


Mr. S. R. Langdon. Superintendent of the 
Gordon Boys’ Home, spoke to approximately 
110 members and guests at the February 
luncheon on the subject of “The Modern 
Approach to Boys in Need.” Mr. Langdon, a 

ted speaker, outlined the spiritual, mental, 

t and social aspects of the training 
Siven to boys at the Home in an effort to de- 
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velop the individual boy’s talents and per- 
sonality. 

In the absence of the State President and 
the Vice-President, Mr. R. S. Sharp occupied 
the chair. As Mr. Sharp is Honorary 
Treasurer of the Gordon Boys’ Home, he took 
much pleasure in moving the vote of thanks 
to Mr. Langdon for his very fine address. The 
vote of thanks was carried with acclamation. 


Autumn Series of Lectures 
A series of lectures on “Business Finance” 
is being arranged and full information will be 
circulated later to all members of the Divi- 
sion. The general plan under consideration 
is to have three lectures under the headings 
—‘What do we want?” “Where do we get 
it?” and “How do we control its use?” 
A panel of outstanding speakers is being 
arranged to ensure that the lectures will be 
of the utmost assistance to members. 


NEW SOUTH WALES DIVISION 
Annual Divine Service 


The second annual Divine Service for the 
accountancy and secretarial professions was 
held at St. Andrew’s Cathedral on Tuesday, 
8 February, 1955, at 5.30 p.m. 

The lessons were read by Mr. W. P. Hen- 
son, State President of the Society, and Mr. 

. A. Irish, Chairman of the New South 
Wales Division of the Institute of Chartered 
Accountants in Australia. The address was 


delivered by Mr. R. C. Coleman, A.A.S.A., 
A.C.LS. 


Once again, the service was well attended 
by members of the accountancy and secre- 
tarial professions. 


Wollongong Annual Meeting 


The second annual general meeting of the 
Wollongong Branch was held on 23 Febru- 
ary, 1955. Messrs. W. . McGeechan, 
A.A.S.A., and R. S. Rickleman, A.A.S.A., were 
elected Branch Councillors for the ensuing 
ear. The membership of the Branch has 
Increased during the year from 57 to 60 
members. During the past year, five lectures 
were held and the average attendance was 
33. The meeting paid tribute to the excel- 
lent work carried out by the retiring Branch 
Chairman, Mr. Pennycook during the past 
year. 

After the meeting, Mr. R. J. Chambers, 
B.Ec., A.A.S.A., addressed the meeting on 
“What is an Accountant ?” He urged mem- 
bers to examine continually the principles 
and concepts of accountancy to ensure that 
the service to the business community is 
efficient. Accountants should pre-determine 
the requirements of the business community 
and ensure that they do not idly accept past 
principles in methods as being the most effici- 
ent. 

The State Vice-President, Mr. E. A. Cupit, 
Divisional Councillor, Mr. N. F. Stevens, and 
the State Registrar, Mr. B. L. Horsley repre- 
sented the Divisional Council. 
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NEWS AND NOTES — Continued 


At the conclusion of the meeting supper 
was served. 

Inquiry about part-time employment 

A member of the New South Wales Divi- 
sion wishes to know whether there is any 
organisation in Sydney which is emg to 
allow its employees time off (paid or not) to 
attend day-time lectures in the Faculty of 
Economics of the Sydney University. ‘our 
to five hours per week during the ee oa me | 
year of March to November are involved. 
The son of the member is 184 years of age 
and he passed his Leaving Certificate in 1953 
with 4 A’s and 2 B’s gaining a University 
Scholarship. The State Registrar of the New 
South Wales Division will be pleased to hear 
from any members. 

Personal 

Mr. J. M. Hansson, A.A.S.A., has been ap- 
pointed Chief Accountant to the Overseas 
Telecommunications Commission (Aust.). 

Miss D. E. Ironmonger, A.A.S.A., has been 
appointed a member of a team of Inter- 
national Labour Office technical officers. She 
will train Indonesian teachers in commercial 
subjects for a period of twelve months at 
Bandoeng, Indonesia. 

Mr. W. W. McLeod, A.A.S.A., who was for 
some years Secretary of Hordern Bros. Ltd., 
has been appointed Managing Director of that 
Company. 

Mr. G. J. Dingle, F.A.S.A., has retired 
from the partnership of Messrs. Holt and 
Thompson, of 53 Martin Place, Sydney, as 
from 11 February, 1955. Mr. Dingle will 
practise in a consulting capacity at the same 
address. 

QUEENSLAND DIVISION 
Additions to Library 

The following books have been recently 
added to the library :— 

Accounting for Inflation. Association of 

Certified and Corporate Accountants. 


1952. 
Internal Auditing in Industry. V. Z. Brink 
& B. Cadmus. 19650. 


Australian Accountancy Progress. Edited 

by A. A. Fitzgerald and others. 1954. 
Australian Bankruptcy Law and Practice, 
3rd Ed. J. K. Manning and L. G. Boh- 
ringer. 1953. 


VICTORIAN DIVISION 
February Meetings 

After much consideration, the Council of 
the Society, in an endeavour to improve the 
service to students, decided to introduce a 
series of lectures on topics which are too 
apoaes for presentation in a single 
ecture. 


130 


Australian Accountants Students’ Society 





Personal 

Mr. A. Greenhill, finance director of 
Charles Hope Ltd., of Brisbane, left Sydney 
by the “Orcades” on Saturday, 12 February, 
on a business trip to England. He will he 
away about six months. 


Accountants and Secretaries’ Educational 
Society 
The Accountants and Secretaries’ Educa- 
tional Society in Queensland, in conjunction 
with The Australian Institute of Manage 
ment, has arranged a study tour programme, 
details of which are set out hereunder. 


Study Tour Programme 


March 9— 
5.5 p.m. Brisbane Automatic Telephone Ex- 
change—talk to follow by Mr. D. G. McQuitty, 













— 











B.Com., A.A.S.A., A.C.LS., on Telephone 
Accounting. 
April— 






Brisbane City Council Power House, New 








































‘arm . 
May 10— 6 

Brisbane Gas Co., Newstead. tu 
June 24— pl 

Australian Estates Ltd—Woo] Store, New rs 
Farm. (Just before a wool sale.) os 
July— 

Finney Isles & Co. Ltd.—lunch hour visit no 
to Cycle Billing System. ine 
August 17— 1 

Queensland Woollen Mills & Ipswich Rail- viz. 
way Workshops—whole day—Brisbane Show y 
Holiday. Pri 

On each of the above-mentioned occasions, gan 
an address will be given on management and 
accounting aspects of each particular in- 
dustry. 

Those wishing to participate are requested T 
to notify the Secretary of the Educational cil 1 
Society a week before each event is to take and 
place. Cour 

WESTERN AUSTRALIAN DIVISION A fu 

The Western Australian Division’s scholar § °™ 
ships for students passing the Junior Uni- ment 
versity Examinations and obtaining the high- Th 
est marks in the Commercial Subjects were the F 
awarded for 1954 as follows :— Vieto 

First—Brian F. Sleith. 

Equal Second—Brian G. Johnson, Bruno 

R. Schifferli. 

Tw 
terest 
month 
settin; 
17 anc 
techni 

The first of the series was held on 7, 9 and Thos 
15 February, when Mr. A. E. Speck, B.Com. part “ 
F.A.S.A., F.C.LS., spoke on the subject of oki 1 
“Company Accounting.” The attendance # st 
this series averaged 75, and fully justified J b led 
the change to this type of presentation. 8 hop 
students who attended the series were most 9 vestiga 
grateful to Mr. Speck for the time and trouble & this 51, 
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taken to present the lectures, from which all 
felt they would benefit greatly. The Council 
wishes also to express its appreciation to 
Mr. Speck for his most valuable assistance. 


March/April Meetings 

On 29 and 31 March and 5 April, a further 
series of lectures will be given by Mr. Curtis 
A. Reid, F.A.S.A., S., on the subject 
of “Branch Accounting.” Meetings will com- 
mence at 6.30 pe, in the General Meeting 
Room of the Chamber of Manufactures, 312 
Flinders Street, Melbourne. 


Australasian Institute 


GENERAL COUNCIL 


Students of the Institute and intending 
candidates should note that a proposal mooted 
a few months ago for a change in the Insti- 
tute’s Syllabus of Examination will not take 
place in 1955. The proposals are still under 
consideration by General Council, and when 
the proposals are finally decided upon, full 
notice will be given to all those interested 
including tutors and students. 


The subjects for 1955 will be unchanged, 
viz. three papers in Cost Accountancy, and 
a single paper in the subject of “General 
Principles of Industrial and Commercial Or- 
ganisation and Management.” 


Annual Conference 


The Annual Conference of Genera] Coun- 
cil will be held in Melbourne in May next, 
and will be attended by all the General 
Councillors including those from other States. 
A full Agenda of important items for discus- 
sion has been listed, and important develop- 
ments in the Institute are due for decision. 


The Conference will be presided over by 
the President, Mr. C. B. Villiers, F.C.A.A., of 
Victoria. 


“VICTORIAN DIVISION 


Two discussion groups of considerable in- 
terest to members were commenced this 
month. A well-attended group discussed the 
setting of Labour Standards, and on March 
17 another group began a study of the new 
technique “Direct Costing.” 


Those who had expressed a desire to take 
Part in this discussion were circularised with 
a list of questions, and the discussion will 
be led by senior members of the Institute. It 
is hoped to publish some results of the in- 
Yestigation made by Victorian members into 
this subject. 
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SOUTH AUSTRALIAN DIVISION 

Members are once again indebted to Mr. 
R. J. Humby, LL.B., F.A.S.A. for the time 
and knowledge he so readily gives in assist- 
ing students. At the Advertiser Meeting 
Room on 9 March, he gave another of his 
most informative talks to students on Com- 
pany Law in preparation for the forthcoming 
examinations. 

Members are reminded that subscriptions 
are now due and also that the Annual General 
Meeting will be held during May. Further 
notification will be sent to members regard- 
ing date and place of meeting. 


of Cost Accountants 


ADDITIONS TO THE LIBRARY 
N.A.C.A. Bulletins 


October, 1954 


Profit Protection in Contract Research 
Accounting 11 
A “Contribution” Approach to Distribu- 
tion Costing 11 
What Production Planning Con Do for 
Cost Control 9 
Costing Fixed Assets—Review of Con- 
siderations 9 
Would Operations Research — in Your 
Company .. ; i 
A Hosiery Mill Compiles 
“Full” Costs . L 
Newspaper Budgeting foe: Management 
Guidance .... .... . 
A Refresher on 
Talking... :::. 
A Cycle Savéatedy Taken on Punched 
Cards 74, 


No. of 
Pages 


“Direct” & 


Physical “Inventory- 


A Year End inventory ‘Frectéeed on 
Punched Cards .... 


November 1954 

Variable 
Control 

Cost Rossentinn Gets ‘Its Hair Cut 

Wide-Awake Inventory Control .... .... 

Practical Programmed Cost Reduction . 

How We one and Use Standard 
ae 


Cost and Sales Control in the Conning 
Industry .. 


Handling . Fringe Costs as ‘Direct Laber 

A Story of Demurrage Cost Control .... 

Maintenance Costs in a Large Organisa- 
tion . 

Pouitment of Packing and Shipping Costs 


eapatigian for Planning and 





MEWS AND NOTES — Continued 


NEW SOUTH WALES DIVISION 

During December the Annual Dinner of the 
N.S.W. Division was held at the Wentworth 
Hotel, Sydney, and the Council was gratified 
at a large attendance of approximately 140 
members including, on this occasion, one lady. 

Members enjoyed an excellent dinner and 
refreshments, followed by some bright enter- 
tainment. 


During dinner the President, Mr. W. New- 


ton, 


made a presentation to the candidat 


securing the highest marks of N.S.W. in th 


March examinations of the Institute. 


This 


prize went to Mr. J. S. Gerathy, who had ob 
tained first place in N.S.W. and second place 


in Australia. 


The President congratuated 


him on behalf of all members of the Division, 


Members were of the unanimous opinion 
that the dinner represented a fitting close to 
a very successful year of progress. 





ILLEGAL PRACTICE OF LAW 


property, or any legal proceeding, shall 
be guilty of an offence, and shall be 
liable on summary conviction to a 
penalty not exceeding fifty pounds for 
each such offence. 


(2) This section shall not extend 


NOTE under the above heading 

appeared in the December, 1954, 
issue of this journal, at page 517. 
This note did not make clear that the 
restrictions on practice of law men- 
tioned therein were imposed by The 
Legal Profession Practice Act 1946, of 
the state of Victoria, and that the posi- 
tion in states other than Victoria is 
governed by the legislation in force in 
those states. 


For the information of New South 
Wales readers, the provisions of Sec- 
tion 40C of The Legal Practitioners 
Act 1898-1936, of the state of New 
South Wales, are set out hereunder :— 


40C. (1) Any person not being a 
barrister, or a person qualified to act 
as a solicitor, who for or in expecta- 
tion of any fee, gain or reward, either 
directly or indirectly draws, fills up, 
or prepares any will or other testa- 
mentary instrument, or any instrument 
creating or regulating rights between 
parties, or relating to real or personal 


al 


(a) 


(b) 


(c) 


any public officer drawing or pre 
paring instruments in the course 
of his duty; or 


any person employed merely to 
engross any such instrument or 
proceeding; or 

any land agent in respect of any 
instrument which he is entitled to 
draw, fill up, or prepare and 
charge for, under the Land Agents 
Act 1927; or 

any conveyancer in respect of any 
instrument which he is authorised 
to draw, fill up, or prepare, by law 
or by virtue of the certificate 
granted to him under section nine 
teen of this Act. 
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Employee — Shareholder Survey 


The Institute of Public Affairs, Victoria, is conducting an Australia-wide survey 
of the extent of employee-shareholdings in public companies. About 1,270 listed 
companies have been asked to supply information, and the Institute hopes that results 
of the survey may be published in the June issue of its quarterly ].P.A. Review. 


The scope of the survey is indicated by the questionnaire which has been sent 
to the companies and which is reproduced below. 


QUESTIONNAIRE ON EMPLOYEE SHARE OWNERSHIP 





. How many people are employed by your Company 
(including subsidiaries) 


. What is the total number of shareholders in your 
Company 


. How many of your employees own shares in your 
Company. (If actual figures are not available an 
estimate would be appreciated) 


% of 


. Does the Company make, or has it ever made, special Employees 


arrangements for the issue of shares to employees, whe 
such as— participated 


(a) Portion of public issue reserved for employees 
(b) Purchase by instalments deducted from pay 
(c) Special employee shares 
. Do employees share in profits in any other way, such 
as— 


(a) Bonuses or gratuities at the discretion of the 
Board 


(b) Profit-sharing schemes, i.e., proportion of profits 
to be shared fixed in advance 


(c) Special appropriations from profits to employee 


provident or retirement funds, etc. 


6. Any other comments you would care to make. 
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End Pages 


by 


Angus slasenieles 


THE MAN WHO DOESN’T SMOKE, 
DRINK, OR PLAY THE BAG-PIPES. 


Recently, the Sydney press reported 
the trial of two men who were repre- 
sented by the police as model citizens 
during the week, but who at the week- 
end carried on a lucrative business of 
car-stealing. One of the reasons for 
stating they were model citizens was 
that neither smoked nor drank. In 
other words, a paradox existed. in 
spite of the fact that they possessed 
these alleged virtues, they stole motor 
cars. But could not a stronger case 
be made out for the claim that they 
stole cars because they neither smoked 
nor drank alcohol? 


One of the blights of our nation is 
this relic of 17th Century puritanism. 
Its tenets are held by a small minority 
of people, yet their enthusiasm still 
conditions much of our behaviour. I 
answer the enthusiasts in the words of 
the Great Puritan himself: soon after 
the battle of Dunbar, arguing with 
those who said that if you gave 
people liberty freely to preach the 
Gospel, error might step in, Cromwell 
answered: “Your pretended fear lest 
error might step in is like the man who 
would keep all the wine out of the 
country lest men should be drunk.” 


THE SWINDLE SHEET. 


Penguin Books Ltd. have published 
a series of eight volumes in the Pelican 
series covering English History from 
the Roman invasion to the outbreak of 
World War I. Each volume is written 
by a specialist of the period. My read- 
ing so far has been pure delight. This 
fascinating story has been written in 
clear, but vigorous, English. The books 
are well balanced; the thread is never 


134 


lost. You may not agree in every in- 
stance with the assessment of the 
characters of those “who mould the 
age,” but what of it? It does one good 
to have one’s notions challenged; the 
reading becomes more exciting. The 
local cost is 4/- per volume. Each can 
be comfortably read in two evenings, 
2/- for an evening’s delightful enter- 
tainment! 


The following appears in Volume 6, 
being Dr. Maurice Ashley’s “England 
in the Seventeenth Century.” The 
author is discussing the fall of Francis 
Bacon and other leading figures in the 
early Stuart period because they were 
accused of accepting bribes. “It is hard 
to say how far Bacon and Middlesex— 
and Suffolk, too—were guilty of heinous 
offences judged by the standards of 
their own day. The payments system 
was such that it was as natural for 
statesmen to pocket bribes then as it 
is for a modern business man to doctor 
a large expense sheet now.” 


A NOTE TO ADVERTISERS. 


Doing business without advertising 
is like winking at a girl in the dark. 
You know what you are doing, but nm 
one else does. (Los Angeles “Tax 
Topics,” 1 September, 1954). 


THE COLDSTREAM GUARDS. 


George Monk, one of Cromwell's 
Generals, was the instrument of the 
Restoration of Charles II in 1660. Monk 
was unflinchingly loyal to Oliver Crom- 
well and would have stood by his so, 
Richard, but Richard Cromwell “for- 
sook himself.” Monk, who was G.0.C. 
Scotland in 1659, “could not stomach’ 
Lambert as the new leader of the 
Commonwealth. In November of 1659, 
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END PAGES — Continued 


Monk accepted a commission as com- 
mander-in-chief and marched from 
Coldstream, on the Scottish border, to 
London, gathering adherents on the 
way. In London, he decided for a 
“free Parliament,” which meant, he 
knew, the Restoration of Charles II. 
On 29 May, 1660, Charles entered his 
capital Monk became the Duke of 
Albemarle. By the tolerance of Charles 
and his Parliament (only 13 regicides 
were executed), the Restoration went 
quite smoothly. Thus, it was possible 
to disband the army without serious 
danger. However, a small rising in 
1661 was made the excuse for retaining 
in service Monk’s regiment, which later 
became known as the Coldstream 
Guards. 


A PIECE OF DIMINISH. 


A friend of mine has exported goods 
to Mexico, and is experiencing difficulty 
in obtaining payment. The Mexican 
purchaser has a long list of complaints, 
and in presenting his case has followed 
the principle adopted by William the 
Conqueror in pressing his claims to 
the throne of England. Each of the 
claims treated separately amounted to 
no more than a reed, but bundled to- 
gether formed a strong stave. Juncta 
juvant, as the lawyers cynically ob- 
serve: Union is strength. The Mexican 
purchaser sums up his bundle of reeds 
with a request for “a piece of diminish.” 

I have sent my friend a copy of the 
September, 1954, “Trends,” issued 
by the Rural Bank of New South 
Wales. The following passage appears 
In an article on “Export Credit Insu- 
rance.” The article points out that 
credit insurance requires for its success 
the application of two basic principles, 
the second of which is “to require the 
insured to bear part of the risk for his 


own account, thus reducing the tempta- 
tion to over-trade, and giving the in- 
sured firm some inducement to apply 
sober standards in the selection of its 
customers and to pursue its debtors 
with reasonable commercial ferocity.” 


I have advised my friend to pursue 
his Mexican debtor with commercial 
ferocity, otherwise he will be called 
upon to reduce the bill by so many 
pieces of diminish that he will end up, 
like many fruit and vegetable growers, 
by receiving a debit note for the goods 
supplied by him. 


THE INVERTED ALCHEMIST. 


Many of us have suffered at the 
hands of the inverted alchemist—the 
man who can turn the gold into dross. 
As a boy I suffered under such a man, 
an alleged teacher of English. He 
made such a mess of “As You Like It” 
that I never looked at the play again 
until I was 40, when my daughter in- 
duced me to partake of its delights. 


James Harvey Robinson suffered 
much the same experience which he re- 
counts in “The Human Comedy” at pp. 
355-356: “Teaching may hasten learn- 
ing; it may also block it or kill it out- 
right, or sometimes just render it 
comatose for years. It took me thirty- 
five years to get over a ‘course’ I took 
at Harvard concerned with Shake- 
speare’s works. Suddenly and unex- 
pectedly, the effects of the instructorial 
drug wore off and I found myself read- 
ing the plays with eagerness and 
delight.” 


THE BEST PART OF THE FISH 


When, during the reign of Louis XV, 
the Maréchal de Richelieu was storming 
the Fort of Mahon, his chef had no 
butter or cream, and invented a new 
sauce, made only of eggs and oil, the 
Mahonaise. Vinegar is now added. 


ero 
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PROFESSIONAL NOTICES 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 5/- a line (minimum 15/-). 


ACCOUNTANCY PRACTICE for sale PRACTICE SOUGHT. Member, 17 
North Queensland Coastal Town. Leasehold professional experience, wishing to expai 
Premises. £2,100 on small deposit or security, interested in purchase (on terms) of 
balance reentage fees over five to eight established Sydney practice, preferably 
years, thus assured net income. Rental person considering retirement. Write 
extra. Possession given June aay Here is “Accountant” Box 5241, G.P.O., Sydney. 
an opportunity to own your own business at , 
little or no outlay. Replies to “Practice,” aie P Ana SALE. Welt 
yl a mee Society of Accountants, Box Waies Three-roomed office’ available 

. : heart of business area. Owner desires to 
tire from public practice. Apply to No. 1 

PUBLIC ACCOUNTANT, North Coast, c/- Australian iety of Accountants, 

N.S.W., requires experienced man for ac-_ Bligh Street, Sydney. 


counting and taxation. Opportunity for 
partnership if suitable. Reple to No. 184, ACCOUNTANCY PRACTICE or part ¢ 


. : * small number of clients wanted Sydney 
fue ae of Accountants, 5 Bligh nearby. LU 2526, FA 2302, A 
4 . JA 8334. 


: q ACCOUNTS CLERK. Young man prep 
POSITION REQUIRED. A senior Com >. week cab, genes clock. iene 


pany Executive in late forties; at present 
earning £2,500 p.a., and having a wide sales standard. Ro: i of a eigtees 
and general administration, as well as pro- Counts. s continuing his Fie Ay . 
fessional background; seeks an alternative Ye8"S. overseas cai ameamd lerk n SE 
executive position offering attractive scope Rewly A os _— Clerk. —_ py 
and finance. The advertiser is well known <¢ ply 7 ong 37 a St 
in professional and commercial circles and eee, o ccoun ’ meen 
reasons for seeking an alternative position gare. 

are sound and can be fully substantiated. In- PRACTICE FOR SALE. Within 60 1 
terested commercial concerns or management Sydney. Offices in modern building in ce 
consultants can obtain fullest details by oof fast-expanding town. Gross fees 
writing to: Number 186, c/- Australian proaching £3,000. Residence availa 
Society of Accountants, 5 Bligh Street, Apply to No. 187, c/- Australian Society 
Sydney. Accountants, 5 Bligh Street, Sydney. 
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